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PREFACE TO THE RESEARCH STUDY 
 
“An – in - depth financial study of the commercial and central 
banks and its impact on industrial development of Kenya” 
Retrospectively it may be pointed out that the title is very wide 
which needs thorough analysis and discussion about the 
fundamental role of the central and commercial banks  and its 
impacts on industrial development in the Kenyan  economy.  the 
first chapter of the research study has analyzed in detail about 
economic development in Kenya; growth of production in Kenyan 
economic sector, Changes in the structure of production, 
industrialization process in the Kenyan economy, government 
intervention and industrial development in  Kenya, import 
restriction and there effect on Kenyan industrial sector, inhibiting 
export, product proliferation, penalizing Agricultural industrial 
sectors, Negative value added and weak linkages, government 
participation in industry sector, industry policy for growth and 
equity, local manufacturing, banking Act in Kenya and the role of 
CBK and other financial institution for industrial development , 
central bank of Kenya evolution responsibility and organization ,and 
also the objective and function of central bank of Kenya. While 
chapter 2; is analyzing in detail about the structure of the central 
bank of Kenya. Chapter 3; is also analyzing the impact of central 
bank of Kenya’s role on financial institution supervision, Chapter 4 
is also analyzing about the financial sector Assessment in Kenya; 
Chapter 5 ; the monetary policy of the central bank of Kenya 
Chapter 6 the financial sector reforms in Kenya (comparative 
analysis of sub-Saharan Africa) Chapter 7 impact  of tied Aid ,for 
industrial development in Kenya Chapter 8 is  also clearly analyzing 
in detail the role of government  institutions  for industrial 
development  in Kenya. Chapter 9 is equally analyzing impact of 
import substitution industrialization for industrial development in 
Kenya, finally Chapter 10; is studying the impact of multinational 
banks on commercial and central bank’s credit supply to priority 
sector for industrial development in Kenya. 
 
However the research’s chapter’s case studies, tables and graphs 
have been analyzed exhaustively. The said have been properly 
arranged (tables) and well designed to scale and fully tested. 
The research study mainly covers in detail the functions of the 
central bank, commercial banks and other non-banking financial 
institution as well as both, governmental and non-governmental 
institutions for industrial development in Kenya. 
I trust that up to the best of my research study, the present 
research study will be of great practical use mainly to the Kenyan 
government, non-governmental organization practicing in Kenyan 
economy, various learning institution comprising of post-graduate 
students also those of professional studies and more specifically, 
research scholars in the field of commercial as well as economics. 
The technique of cross reference mainly between the chapters and 
in-depth analysis has been conducted and tested.  
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CHAPTER 1 
 
AN OVERVIEW OF INDUSTRIAL DEVELOPMENT AND BANKING 
SECTOR IN KENYA  
 
1.1 1NTRODUCTION  
The international bank for reconstruction and development (1998), The 
World Bank on its report on Kenya’s growth and structural change issues 
in Kenyan agricultural development: volume II annex II page 313; analyzed 
that; in the twenty remaining years of last century, the population and 
labor force of Kenya will double. Equally most of the good agricultural land 
in the country is already being farmed. However, accordingly, such kind of 
combination of rapid population growth, in the light of a limited supply of 
good agricultural land is the main problem of Kenyan development. 
Actually the above said will generally affect all development strategy 
mostly particularly much difficult for industrial and agricultural sectors: 
 
• How can Kenya exactly obtain the increase in agricultural 
production needed to feed   a growing population and at the same 
time to provide the surplus production for the local industry as well 
as export?  
• How can the nature of the rapidly growing rural labor force be 
absorbed productively? 
• How can equitable access to land and other resources are ensured 
sustainably?  
• How can the ecological deterioration be avoided? 
 
The most excellent as well as recent survey of Kenyan agricultural 
development issue as was studied by Heyer, maitha and senga in (1976) of 
which indicted the long term problems and the role of agriculture, I over 
see Kenyan development  strategy with the main stress on;  
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• small holdings development in high potential  areas offer the most 
promising  prospect for increasing production, labor absorption and 
equity,  
• Great efforts should be made to increase the production and prevent 
ecological damage in the semi-arid areas, 
• urban development is closely linked to Agricultural development, by 
which urban sector helps supplement farm income, helps finance 
Agricultural innovation and  will ultimately have to take over as the 
main source of employment for new labor force, the same above has 
been equally analyzed by    ILO report (ILO, 1972).  
ILO (1972) analyzed that Kenya’s equatorial location and the high altitude 
of some parts of the country provides it with some excellent Agricultural 
land, but the amount of such land is strictly limited of the total land area 
of 569000 square kilometers “only about 7% can be described as good 
Agricultural land in the sense that has adequate and reliable rainfall and 
good soil and is not steeply sloping” in addition to the above, 4.4% is 
arable but is subjected to periodic drought. Most of the lest of the land is 
suited only to livestock and even for this purpose potentially is very low 
with up to 60% of the total land area described as semi-desert. However, 
as it was analyzed by Pratt and Gwynne (1977) as indicated in the table 
below shows the vast rage of the main ecological zone under subsistence 
pastoralism. 
Table 1 
Relationship between ecological zone, livestock carrying capacity and 
maximum population density under substance pastoralism 
                                                    Eco-climate Zones 
 II III IV V VI 
Hectares required per 
livestock unit 
Livestock units required to 
support one head of 
population 
Hectares require  per head 
of population 
Maximum population 
density per squire kilometer 
 
0.8 
 
 
2.0 
 
2.5 
 
5.0 
 
1.6 
 
 
3.0 
 
4.5 
 
21.0 
 
4.0 
 
 
3.5 
 
14.0 
 
7.0 
 
12.0 
 
 
4.0 
 
48.0 
 
2.0 
 
42.0 
 
 
4.5 
 
189.0 
 
0.5 
 
Sources; Pratt and Gwynne 1977 
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These figures presume that all land is accessible and productivity. If actual 
population density under subsistence pastoralist even approaches these 
estimates, overpopulation is indicated. Higher population can only sustain 
part of their substance from vegetable foods 
              From the above table, zone iii referred to as medium potential 
has only about 40% of the potential carrying capacity of higher potential  
zone iii, while zone iv semi-arid has only 14% of the potential zone ii. 
However as analyzed by Pratt Gwynne (1977) ,the population density 
largely reflects ecological potential, with the largest concentrations of 
people in zones ii and iii, equally  its very much clear that most Kenyans 
live along the coast in abroad corridor from east of Nairobi to lake Victoria. 
 
1.2 Kenya’s colonial experience 
 
 Smith (1977) indicated that Kenya was one of the few African colonies of 
extensive European settlement, however, during the 20th century the 
colonial land policy were especially important, and even the establishment 
of “scheduled areas” reserved for European ownership and the 
demarcation of tribal boundaries. Hence, established the present pattern 
of variable density of the settlement in high potential areas, in addition to 
the above, other colonial policies accentuated the effect of this artificially 
created land shortage; here African farmers were restricted from growing 
certain profitable crops like coffee. Hence in 1950, more than 3000 
European farmers ( and ranches) occupied about 20 % of high and 
medium potential land farms averaging 800 hectors  produced over 80 % 
marketed output, employed over 200,000 worker and benefited from heavy 
infrastructure investment, extensive research services as well as 
specialized  marketing institution. Also in early 1950s there was sharp 
change in the colonial Agriculture development strategy up to the present 
time. Swynnerton plan (1954) advocated for intensified production in the 
existing small-scale farming areas by which it was proposed for individual 
land ownership and also the encouragement of small holder production of 
cash crops of which early on was restricted. 
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1.3 Major policies since 1963 (independence)  
 
 The main policy of land transfer and settlement, land registration as 
analyzed by IBRD (1973) institutional support (gsaeger 1977, Simith 1978, 
and Heyer 1976). 
 
1.4 Growth of production 
As analyzed by national accounts statistics (1978), the Kenya Agricultural 
production doubled between 1955 and 1977 of which grew at the annual 
average rate of 3.6% of which the out put per capita was 11% higher in 
1977 than in 1955. However, since 1972 the growth of Agriculture 
production has declined while the population growth is accelerated. In 
addition to the above, the total Agricultural output grew at the rate of 
4.6% per annum from 1964 to 1972 but, it declined by 2% per annum 
during 1972-1977. Hence at present the growth rate has equally keeping 
on declining. According to some indications showed that growth of semi-
monetary production has been understated, hence the monetary 
Agricultural production has consistently grown faster than semi-monetary. 
As it is indicated in Kenya statistical digest (1972) population growth in 
small holder areas have exactly led to the fuller utilization of existing land. 
Even the most densely populated Kisii district, new land continued to be 
brought under cultivation until 1960s as it is analyzed by Uchendu and 
Anthony (1975) finally in the present competitive global economy the local 
Kenyans are fighting for productive land.  
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Table 2 
The following table shows the Agricultural GDP since 1955-1977 {1972 
price, Kenya pound million (K£Mn)} 
 
 
GDP Kenya pound (K₤ 
Mn) 
Total  Monetary   Semi-
monetary
1955 
1956 
1957 
1957 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
Annual growth rate (%) 
1955-1964 
1964-1972 
1972-77 
1955-77 
105.0 
111.7 
120.4 
120.4 
121.6 
122.5 
118.7 
131.0 
140.3 
142.9 
127.3 
157.5 
159.8 
168.1 
181.0 
188.3 
190.6 
205.2 
206.8 
209.4 
210.2 
211.7 
226.9 
 
3.5 
4.6 
2.0 
3.6 
39.4 
44.9 
46.4 
45.4 
47.2 
52.6 
53.9 
51.0 
56.7 
60.2 
55.9 
66.7 
65.0 
69.8 
80.0 
83.9 
83.3 
94.4 
96.7 
96.2 
96.3 
100.00 
112.3 
 
4.8 
5.8 
3.5 
4.9 
65.6 
66.8 
71.9 
75.0 
74.4 
64.7 
64.8 
80.0 
83.6 
82.7 
71.4 
90.8 
94.8 
98.3 
101.0 
104.4 
107.3 
110.8 
110.0 
113.5 
114.4 
111.7 
114.6 
 
2.6 
3.7 
0.7 
2.6 
 
Sources; 
Kenya statistical Abstract 
 
Note; the estimates in 1972 price were obtained by splicing different series 
of GDP estimated rather than by rebasing.  
The yearbook for (1977) generally estimated that the arable and 
permanent crop land expanded by 21.3% from 1961-1956 to 1971. The 
increase in many crops equally contributed to the growth during the year 
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1950s and 1960s there was a change to higher value crops like tea and 
coffee. 
 
Table 3 
The following indicated yield of selected crops in large farm areas 
(hectors and tons in thousand yields in tonnes per hectare) since 
1955-1976. 
 
 1955 1958 1964 1967 1971 1974 1976 
Coffee hectares 
Tones 
Yield 
Tea 
 Tones 
 yield 
Sisal 
Tones  
yield 
Sugar 
 Tones 
Yield 
Wattle 
Tones 
Yield 
Pyrethrum 
Tones 
Yield 
Wheat 
Tones  
Yield 
 Maize 
Tones 
Yield 
 23.8 
 11.8 
   0.5  
   9.9 
   8.6 
     .8 
 
 
 
 
 
 
32.1 
20.5 
.64 
6.5 
2.4 
.37 
139.6 
134.8 
.97 
63.9 
90.8 
1.42 
  26.1
  10.8  
.72  
 13.3 
 11.4 
.86 
98.7 
46.8 
.47 
11.1 
 
 
 35.7 
 37.8 
1.06 
9.0 
3.5 
.39 
100.0
103.8
1.04 
60.0 
89.7 
1.50 
30.9 
24.9 
.806 
8.5 
19.0 
1.03 
110.3 
61.4 
.50 
18.4 
518.7 
28.2 
24.6 
23.2 
.94 
5.7 
2.1 
.37 
113.8 
127.3 
1.12 
30.2 
53.7 
1.78 
28.7 
18.8 
.65 
20.7 
19.7 
.95 
103.4
50.0 
.48 
21.9 
465.9
21.3 
18.6 
27.2 
1.46 
4.8 
1.5 
.31 
133.1
175.3
1.32 
57.6 
160.1
2.78 
28.4 
31.5 
1.109 
23.8 
28.5 
1.20 
82.1 
44.8 
.55 
28.1 
990.1 
35.2 
16.6 
9.4 
.57 
3.7 
 
 
92.7 
185.3 
2.00 
66.3 
137.7 
2.08 
28.5 
31.5 
1.105 
 
 
 
 
25.3 
40.5 
1.60 
 
 Sources;    (1)1972 and 1974 from Senga, 1976 p. 81 
                  (2)1976 from Kenya 1979 p. 264 
                  (3) Others from Kenya statistical Abstract  
 
 
1.5 Change in the structure of production 
 
The only fact that we have to take into consideration is that as indicated in 
the table below there has been substantial structural changes in 
production since 1950, in the various sector of the economy like food 
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versus non-food production, export versus domestic crops and even large 
farm versus small farm output. 
 
 
Table 4 
Table showing growth of Agriculture production since 1955-1977 
 
 
 1955 1964 1972 1977 1955-64 1964-72 
Marketed 
production 
      
Coffee 
Tea 
Maize 
Wheat 
Sisal 
Sugarcane 
Beef 
Sub-total 
GDP in 
Agriculture. 
Monetary 
Semi-
monetary 
Total agri, 
5.0 
2.6 
4.1 
3.4 
1.8 
0.9 
7.4 
30.2 
 
 
 
39.4 
65.6 
105.0 
16.2 
6.1 
2.7 
3.4 
3.1 
1.8 
13.4 
53.3 
 
 
 
60.2 
82.7 
142.9 
24.2 
16.0 
7.3 
4.2 
1.9 
3.1 
16.5 
84.1 
 
 
 
94.4 
110.8 
2o5.2 
37.8 
25.9 
8.2 
4.5 
1.5 
5.3 
13.4 
107.6 
 
 
 
112.3 
114.6 
226.9 
29.6 
9.2 
-3.7 
0 
3.4 
2.4 
15.8 
60.9 
 
 
 
54.9 
45.1 
100.0 
12.8 
15.5 
7.4 
1.3 
-1.9 
2.1 
5.0 
49.5 
 
 
 
54.9 
45.1 
100.0 
 
 
conti…. 
 
       
1972-
77 
1955-
77 
1955-
64 
1964-
72 
1972-
77 
1955-
77 
Marketed 
production 
      
Coffee 
Tea 
Maize 
Wheat 
Sisal 
Sugarcane 
Beef 
Sub-total 
GDP in Agr. 
Monetary 
Semi-
monetary 
Total agri, 
62.7 
45.6 
4.1 
1.4 
-1.8 
10.1 
14.3 
112.4 
 
 
82.5 
17.5 
100.0 
26.9 
19.1 
3.4 
0.9 
-0.2 
3.6 
4.9 
63.5 
 
 
59.8 
40.2 
100.0 
14.0 
10.0 
-4.6 
0 
6.4 
8.0 
6.8 
6.5 
 
 
4.8 
2.6 
3.5 
5.1 
12.8 
13.2 
2.7 
-5.9 
7.0 
2.6 
5.9 
 
 
5.8 
3.7 
4.6 
9.3 
10.1 
2.4 
1.4 
-4.6 
11.3 
-4.1 
5.1 
 
 
3.5 
0.7 
2.0 
9.6 
11.0 
3.2 
1.3 
-0.8 
8.4 
2.7 
5.9 
 
 
4.9 
2.6 
3.6 
 
Sources; Kenya statistical Abstract 
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Note: The marketed production differs from monetary GDP for   due to; 
a) some crops  are excluded from marketed production,  
b) Purchased inputs are deducted from monetary GDP but not  
marketed production, and  
c) The exact value of marketed production is constructed from quantity 
indices with a 1972 base whereas the GDP figures use a spliced 
index from the table 2 as given early. 
However the other factor that we are bound to know is that several notable 
changes have generally occurred in the nature of the structure of exports. 
Equally as it has been analyzed a considerable diversification over the 
same in 1983 the international bank for reconstructions and 
development/the world bank growth and structural change volume II 
annex II issue in Kenyan agricultural development P331, analyzed that, 
major agricultural exports accounted for nearly 90% of domestic exports in 
the mid 1950’s, but only 55% in 1976 and 68.5% in 1977 at the height of 
the boom in coffee and tea prices. However the final aspect of the structure 
of production is the exact division between   small farmers and large 
farms, also small farm marketed output increased faster than large farm 
output for every crop except for maize of which officially marketed output 
is a small portion of total production and even sisal and wattle  of which 
were  declining industries. 
According to various studies which have been conducted;  shows that  
small farm  performance  since the early 1970’s as it is  indicated on 1983 
by the international  bank for reconstruction  and development/world 
bank report on growth and structural  changes volume II annex II issues  
in Kenyan agricultural  development page 331-332 has been 
disappointing, hence the share of small farm production has declined on 
account of semi-monetary  production  which is a attributed to small 
firms. Comparatively the small farm production declined from 78.2% of 
agricultural GDP in 1972 to 68.9% in 1977. In 1979 the economic survey 
of Kenya p.94 indicates that small farm share of output bounced back in 
1978 to 56% of marketed output. In addition to the above the semi 
monetary production is no longer shown separately hence this shows that 
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the small farm production accounted for about 78% agricultural GDP in 
1978. 
Table 5 
Table showing structure of marketed agriculture production 1958-78   
(%) 
 
 1958 1959 1970 1971 1976 1977 1978 1976
* 
1977
* 
 
Cereals 
Temporary 
ind. crops 
Other 
temporary 
crops 
Permanent 
crops 
Livestock 
related 
products 
 
Food crops*1 
 
Others*2 
18.5 
 
6.4 
 
 
4.4 
 
44.1 
 
 
26.5 
 
49.4 
 
50.5 
14.6 
 
7.0 
 
 
4.3 
 
46.8 
 
 
27.4 
 
46.3 
 
53.8 
11.0 
 
8.0 
 
 
3.4 
 
49.2 
 
 
28.5 
 
42.9 
 
57.2 
13.0 
 
9.1 
 
 
4.2 
 
42.3 
 
 
31.3 
 
48.5 
 
51.4 
16.1 
 
7.1 
 
 
3.5 
 
58.0 
 
 
15.2 
 
34.8 
 
63.1 
8.8 
 
5.5 
 
 
1.2 
 
72.1 
 
 
11.7 
 
21.7 
 
77.6 
9.8 
 
8.3 
 
 
2.6 
 
61.2 
 
 
18.1 
 
30.5 
 
69.5 
16.4 
 
9.1 
 
 
4.9 
 
47.4 
 
 
22.3 
 
43.6 
 
56.5 
11.6 
 
9.0 
 
 
3.1 
 
53.0 
 
 
23.3 
 
38.0 
 
62.0 
 
 
Sources; 
Kenya statistical Abstract 
*1 cereals other temporary crops and livestock and related products 
* 2 temporary industrial crops and permanent crops 
 
Note; 1976*-77* constant 1972 price 
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Table 6 
Showing structure of domestic export since 1954-77 
 
 1954 1955 1963 1964 1971 1972 1976 1977 
Agriculture 
Coffee not 
roasted 
Tea  
sisal fiber 
and low 
meat and 
meat 
preparation 
Pyrethrum 
extract and 
flowers 
Hide and 
skins 
Wattle back 
and extract 
Pineapple, 
finned 
cotton, row  
Wool row 
Cashew 
nuts 
Beans, peas 
and lentils 
Oil seeds oil 
nut and oil 
kernels 
Butter and 
ghee 
Maize, un-
milled 
Total 
Others 
Petroleum 
products 
Cement 
 
 
28.2 
10.23  
 
10.1 
 
 
1.7 
 
 
4.5 
 
7.0 
 
9.3 
 
1.5 
3.9 
1.1 
0.1 
 
 
0.2 
 
 
1.7 
 
2.4 
 
5.0 
86.9 
 
 
- 
- 
 
 
34.7 
10.7 
 
7.6 
 
 
0.8 
 
 
4.8 
 
5.1 
 
9.8 
 
2.0 
2.7 
1.0 
0.2 
 
 
0.1 
 
 
1.2 
 
2.0 
 
6.5 
89.2 
 
 
- 
- 
 
 
25.1 
12.9 
 
17.2 
 
 
5.9 
 
 
6.9 
 
2.7 
 
1.9 
 
1.9 
1.0 
1.3 
0.5 
 
 
1.8 
 
 
1.5 
 
1.9 
 
3.6 
86.1 
 
 
0.1 
1.1 
 
 
32.7 
12.9 
 
12.8 
 
 
4.6 
 
 
5.2 
 
2.7 
 
2.3 
 
1.9 
1.4 
1.1 
0.6 
 
 
1.1 
 
 
1.0 
 
1.6 
 
- 
81.9 
 
 
4.6 
1.7 
 
 
18.2 
11.4 
 
1.4 
 
 
3.7 
 
 
3.1 
 
2.3 
 
1.1 
 
0.9 
1.1 
0.2 
0.7 
 
 
0.7 
 
 
9.4 
 
0.4 
 
0.1 
45.7 
 
 
14.1 
2.6 
 
 
20.1 
13.4 
 
1.7 
 
 
4.2 
 
 
3.7 
 
3.1 
 
1.4 
 
0.7 
1.0 
0.3 
0.9 
 
 
1.4 
 
 
0.2 
 
1.0 
 
- 
53.1 
 
 
12.4 
2.2 
 
 
29.3 
10.0 
 
1.3 
 
 
2.6 
 
 
2.2 
 
2.7 
 
0.9 
 
2.2 
0.4 
0.2 
0.3 
 
 
0.5 
 
 
0.3 
 
0.2 
 
1.8 
54.9 
 
 
17.9 
2.5 
 
 
42.5 
14.9 
 
0.8 
 
 
1.6 
 
 
1.3 
 
1.7 
 
0.4 
 
2.2 
0.1 
0.2 
- 
 
 
0.6 
 
 
0.3 
 
0.1 
 
0.1 
68.5 
 
 
15.1 
1.8 
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cont…. 
 
 
 
Sodium  
Misc 
Total other 
Total 
domestic 
export 
Memorandum 
share of  
Top 2 exports 
Top3 exports 
Top5 exports 
5.6 
7.5 
13.1 
 
 
100.0 
 
 
38.4 
48.5 
64.8 
5.0 
5.8 
10.8 
 
 
100.0 
 
 
45.4 
55.2 
69.3 
2.8 
9.9 
13.9 
 
 
100.0
 
 
38.0 
55.2 
68.0 
1.5 
10.3 
18.1 
 
 
100.0
 
 
45.6 
58.4 
68.2 
1.8 
35.8 
54.3 
 
 
100.0
 
 
29.6 
43.7 
50.5 
1.6 
30.7 
46.9 
 
 
100.0
 
 
33.5 
45.9 
53.8 
1.0 
23.7 
45.1 
 
 
100.0 
 
 
47.2 
57.2 
62.5 
0.1 
14.0 
31.5 
 
 
100.0 
 
 
57.6 
72.5 
76.6 
         
 
Source; IMF Annual report 1983 
 
Table 7 
The table showing quantities of principal export since 1955 to 1977 
in thousand tonnes except as indicated  
 
 1955 1964 1972 1977 1955-
77* 
t Roasted Tea  
sisal fiber and low  
meat and meat 
preparation 
pyrethrum flowers 
Pyrethrum 
extractions  
Hide and skins 
Wattle back  wattle 
extract 
Pineapple, finned 
cotton, row  
Wool row 
Cashew nuts 
Beans, peas and 
lentils 
Oil seeds oil nut 
and oil kernels 
Butter and ghee 
Maize, un-milled 
Petroleum products 
Mn liters* 
Cement 
Sodium 
19.7 
5.9 
 
34.0 
1.0 
 
0.9 
124.0 
 
5.1 
8.3 
33.8 
- 
2.4 
 
0.6 
- 
0.7 
7.7 
1.5 
78.4 
- 
- 
119.0 
42.3 
16.6 
 
57.9 
6.3 
 
0.9 
283.0
 
5.6 
6.5 
18.4 
10.4 
2.7 
 
1.3 
4.9 
12.8 
9.8 
2.4 
0.9 
444.0
174.0
65.0 
63.1 
47.3 
 
38.8 
11.4 
 
2.9 
511.0 
 
10.5 
2.2 
20.8 
9.8 
4.3 
 
1.6 
15.5 
30.0 
0.4 
3.0 
18.9 
1858 
469 
150 
94.3 
70.2 
 
24.9 
9.3 
 
3.3 
418 
 
11.4 
1.2 
11.7 
45.3 
0.8 
 
1.4 
1.1 
22.0 
6.6 
1.1 
8.1 
1634 
662 
102.0 
7.4 
11.9 
 
-1.4 
10.7 
 
6.1 
5.7 
 
3.7 
-8.4 
-4.7 
(11.8) 
-4.7 
 
3.9 
10.9 
17.0 
0.7 
-1.4 
-9.8 
(10.5) 
10.8 
-0.7 
 
 
Sources; Kenya statistical Abstract 
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        *1 excludes some products for which quantities are not given 
Note * growth rate 1955-77, 1964-77 
Sources; Kenya statistical Abstract 
 
Table 8 
 
A table showing the exact shares of small farm output since 1954 to 
1977%  
                    Share of market output*1                share of GDP 
 Old series New series Old series New series 
1954 
1955 
1963 
1964 
1972 
1976 
1977 
18.0 
13.5 
21.7 
 
 
37.1 
40.7 
52.5 
51.2 
50.7 
 
69.2 
67.0 
67.7 
 
 
73.1 
75.1 
78.2 
73.9 
68.9 
  
Sources; 
*1   market output 1954-72 is from Senga, 1976 p.89 
      All other information is from Kenya statistical Abstract 
Note: the share of GDP is calculated by attributing all semi-monetary GDP 
to small farms and by multiplying shares of marketed output by monetary 
GDP in current prices. 
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Table 9 
 
 Table showing the production of the principle crops on small and 
large farms 
 
 1955 1964 1967 1971 972 1974 1976 Annual 
growth 
rate % 
Coffee 
Small farms 
Large farms 
Tea 
 Small farms 
large farms 
Pyrethrum 
Small farms  
Large farms 
Maize 
Small farms 
large farms 
Wheat 
 small farms  
Large farms 
Sugar cane 
Small farms 
large farms 
Wattle 
 small farms  
Large farms 
Cashew nuts 
Small farms 
Large farms 
Sisal  
small farms  
Large farms 
 
1.0 
11.8 
 
- 
8.6 
 
0.3 
2.4 
 
117.0 
90.8 
 
- 
134.5 
 
- 
- 
 
- 
47.7 
 
20.5 
- 
 
0.3 
38.2 
 
16.0 
24.9 
 
0.9 
19.0 
 
2.2 
2.1 
 
33.2 
53.7 
 
0.6 
127.3 
 
72.7 
518.7 
 
21.6 
23.2 
 
8.9 
0.4 
 
5.0 
61.4 
 
28.5 
18.8 
 
2.8 
19.7 
 
9.6 
1.5 
 
75.0 
160.1
 
2.3 
175.3
 
229.3
465.9
 
26.8 
27.2 
 
10.5 
1.1 
 
1.0 
50.0 
 
28.0 
31.5 
 
7.8 
28.5 
 
- 
- 
 
116.9
137.7
 
20.6 
185.3
 
537.9
990.1
 
18.8 
9.4 
 
19.0 
- 
 
- 
44.8 
 
27.8 
34.2 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
21.5 
40.5 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
- 
- 
 
21.3 
5.2 
 
30.3 
7.3 
 
33.5 
-3.8 
 
0 
2.6 
 
65.7 
2.0 
 
33.1 
9.7 
 
-5.7 
-4.8 
 
11.6 
- 
 
- 
1.0 
 
 
Sources; 
1955 from Kenya statistical abstract 1964 
 bv1964, 67 from Senga 1976 p.90 
1972, 74 from Senga 1976 p.81 
1976 from Kenya statistical abstract 1979 p.264 
 
 
1.6 Industrial process: growth and structural adjustment in Kenya  
 
The only fact that we have to take into the account is that Kenya is in the 
transitional period from the first stage of industrialization into much more 
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difficult middle phase as it is analyzed by the IBRD (1983) that if judged 
by the growth of output and employment, Kenya’s industrial sector has 
performed well since independence by which the real product grew at 
annual rate of 9.5% as compared to 5.9% for total GDP between 1964 and 
1978. 
Even though as it has been analyzed above the Kenyan nature of 
industrialization has in general been taking place behind Avery strong  
protection against foreign competition of which is exactly attained by 
tariffs import duty  drawbacks as well as rebates, the nature of the foreign 
exchange quarters, licensing arrangement as well as the kinds of 
quantitative restrictions. Hence as it can be equally recognized in any 
process given Kenya’s phase of industrial development, rapid growth  of 
industry has been exactly highly based on the investment in relatively 
simple nature of import substitution industries of which accordingly  has 
been exactly motivated  by the Kenyan government  assistance as well as 
intervention in the form of provision of direct loan and equity capital, 
access to foreign exchange for the imported  inputs and remittance at the 
subsidized official rates as well as the breaking bureaucratic bottlenecks. 
However, the nature of industrialization has been exactly oriented to the 
export market in neighboring countries mostly the east African countries. 
 
Table 10; 
Showing production, import and export of manufacturing goods, 1972 
and 1978 (Mn Kenya ₤ in current prices)   
 
 1972 1978 
Gross output 
Less export*1 
Plus import*2 
Domestic supply 
Export as a % of gross output 
Import as a % of domestic supply 
Value added  
Value added as a % of gross output   
281.2 
63.8 
173.0 
390.4 
22.6 
44.3 
77.9 
27.7 
1342.7 
141.3 
542.3 
1743.7 
10.5 
31.1 
245.7 
18.2 
 
Sources; 
 1. Economic survey 1978 
 2. Central bureau of statistics 1979 
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*1,*2 indicates that manufactured export and import are defined to 
include processed food, processed industrial supplies, processed fuel, 
machinery and equipment, transport equipment and consumer good. 
 However as it has been analyzed by the IBRD (1983) the pattern of 
manufacturing growth, has been strongly characterized by the; import 
substitution is evidenced by the decline of the share of import in the 
sharply of manufacturing goods from 44% in 1972 to 31% in 1978, 
hence it is not exactly true that the rapid growth of industry has to be 
sustained. Low F. (1979 mimeo) concluded that the nature of pattern of 
industrialization through import substitution, as exactly pursed by 
Kenya has had  some undesirable side effects, like first high level of 
protection have resulted in an “anti-export” bias. High protection 
creates a cost permissive atmosphere which does not encourage 
efficiency at the same time since relatively higher profits accrue to the 
production for the domestic market as compared to exporting; 
investment tends to be unduly concentrated on import submission. 
Also in addition, high cost, locally produced inputs such as   parking 
materials can hamper exporting firms. Through encouraging production 
of more intermediate inputs through heavier protection would sharply 
intensify the anti-export bias. Equally it has been also analyzed by 
Grey, levies, costs, prices  market structure  in Kenya Nairobi 1977 
(mimeo); that, it is questionable  whether and to what  extent more 
recent import substitution investments actually make a net positive 
contribution to the balance of payment; in addition  to the above, the 
other thing that has to be taken into  analysis is that, much of the 
Kenyan industrial policy has exactly concentrated on the issue of the 
import substitution of which has highly increased in nature instead of 
reducing the external fluctuations of the country. Hence, above all as 
analyzed the nature of the administrative of the entire protective region 
and the system of industrial incentive on a case-by- case system is 
becoming very much difficulty. According to the nature of the Kenyan 
policy exactly indicates that the industrial policy must be only 
concerned with the promotion of the efficiency as well as 
competitiveness of the present industries. Equally in addition to the 
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above, the process of economic growth and even industrialization is 
generally bound to be exactly complicated in nature for the foreseeable 
future but not few years, hence by increasing the nature of country’s 
balance of payment. Comparatively, the outlook of rapid growth and the 
nature of the “take off” into full development is on the other side 
fomented by the situation where price and cost level in the country are 
low relatively to the system of the education level as well as lobar skills, 
nature of technological quantity and organization system, the kind of 
managerial know-how and also the entrepreneurial drive of its people. 
The take-off of the country only occurs when the country can exactly 
change from Agricultural nature of dependent mainly to urban and as 
well as industrialized economy. 
 
1.7 Government intervention and industrial development in Kenya 
 The international bank for reconstruction and development (IBRD 
1983) has analyzed very clearly that; Kenya’s pervasive protection 
system and government sponsored industrial incentives have hard a 
strong impact on price relationship in the country. Also even though 
the government intervention in the industrial sector has taken the 
nature of quantitative restriction on the system of imports; to control 
the nature of the country’s balance of payment and also to protect 
domestic industry from import competition, fiscal incentives so that to 
promote investment, and direct financial support to industry. In 
addition to the above,  the world bank in (1983) concluded that apart 
from considerable industrial growth in Kenya, the manufacturing 
production has equally over whelming  for the domestic market where 
the nature of the price are equally substantially more than those of the 
foreign markets of which has declined the manufacturing nature. 
 
1.8 Import restrictions and their effects 
The availability and nature of inconsistent of the Kenya’s import 
restriction as well as the trade and the system  of foreign exchange  
control are the main characters of which  are being outright bans, 
quotas of which are being indicated as foreign exchange allocations, the 
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quartos showed as specified quantities the nature as well as the system 
of restrictive licenses which are distributing import rights to such 
specific individuals or firms as well as the tariff which are ranging  from 
zero to 100%  ad volrem and also  finally  specific tariffs on a per article 
basis  as it has been analyzed  by the world bank for reconstruction 
and development 1983. In addition to the above the main institution 
which are exactly  involved in administering the nature of the 
quantities  restrictions on imports and in the process of government’s 
system of decision  on the nature of support for participation in 
industrial ventures are new projects committee (NPC) the industrial 
protection committee (IPC)and even the foreign exchange allocation 
committee (FEAC). However, NPC has the responsibility of promoting 
industrial decentralization, review a large project and also to advice for 
the government participation in industrial development while the ICP is 
inter-ministerial group of which comprises the government’s principal 
staff for the determination of nature of protection. And finally the FEAC 
is exactly concern with the management as well as administration of 
the foreign exchange quotas of import of which a limited quota has 
exactly established for the protection of local producer.  
However, according to the study conducted by Phelps and Wasow D. 
indicated that the exact effective rate of protection (ERP) for Kenyan 
industries as a whole at 34% in the year 1968 but with wide variance. 
However, for the 58 industries for which they computed ERP they found 
that the mean difference from 34% was about 36%, hence their findings 
was that half of the industries has ERPs outside the range of 34% (+ or 
-) 36% of which exactly indicated that in the intervening period with 
further concentration of investment on highly protected import sub-
sectors nature of level of effective protection must have increased. 
 
1.9 Inhibiting export (paper industry) 
 Even though there are some of the export paper, much of it are locally 
marketed by which its price tend to be exactly substantially higher as 
compared to that of the imports .In addition to that the export prices 
are on the same competitive with the international prices. 
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1.10 Product proliferation (brooms and brushes)  
However as it  was analyzed by the world bank report (1983) indicated 
that  the influence of protective policy on prices and the choice between 
exporting as well as domestic production can exactly be focused in the 
nature of evolution of local production of brooms and brushes. Hence 
at the time this manufacturing industry was established in Kenya 
,there were a few lines of brushes which for some reasons relating to 
the availability  of local materials of which  could have been over the 
same. 
 
1.11Penalizing Agriculture (jute sacks and farm implements) 
 The world bank (1983) concluded that the protective regime produced 
a strong bias against Agriculture, by which it was  exactly examined 
that the importation of sacks of which was highly needed by the 
farmers  for a large number of their producers who equally supply at 
every price as it was compare with the imported one. 
 
1.12Negative value added and weak linkages commercial vehicles 
Here the world bank (1983) indicated that in the case of vehicle 
assembly in Kenya, of which are only four in number in the whole of 
Kenya of which as it was compared with the imported vehicles it was 
exactly concluded that the assembled vehicles were very much 
expensive. Even though some of the components are locally 
manufactured, much of it is imported hence the assembling industry 
has raised the cost of transportation. 
 
1.13 High consumer prices and low product quality 
The world bank (1983) analyzed that ,the nature of the high local prices 
and low deteriorating  quality for example the lead pencils could be 
imported at a price of which was relatively much cheaper than that of 
the local price. 
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1.14 Government participation in industry 
 The financial participation by the government in the industrial venture 
generally has been the main important feature in expansion of Kenya’s 
manufacturing industrial sector. The nature of the concession to the 
private sector and even the nature such firms are equally holding social 
contribution as well as the employment generation. According to the 
world bank (1983) the main reason of concern as to why the Kenyan 
government or the parastatals agencies have to be exactly involved in 
industrial finance, more so when the financial investment is generally 
being made, is equally the profitability of the concern client firms with 
government or the parastatals involvement find that such agencies are 
like any other investors. Equally it has been generally concluded that in 
the nature of such mandate of the parastatals to take into account the 
economic consideration as well as the responsibility of the Kenyan 
government to exactly to take into recognition the interest of so elected 
individual firms of interest is set up by government and the parastatals 
investment in the private economic sectors. 
In addition to the above, the other main area of government concession 
is import subsidization as well as the exact variety of other subsides in 
the area of the foreign exchange dealings. Also the difficult with the 
Kenyan government financial participation with individual is generally 
self under standing, however, apart from the direct financial 
participation by the treasury, there are also other parastatals financial 
agencies serving the manufacturing sector of which included, the 
industrial and commercial development corporation (ICDC), the 
industrial development bank (IDB) and the development financial 
company of Kenya  (DFCK), however, in relation to the above, even 
though the direct treasury investment in individual firms are being 
made, equally there are also policies reservation about them and a 
general effort to leave the financing of the exact some various individual 
firms to the parastatals. Also in any kind of projects which are involved 
with the production of the exact import substitution the level of the 
government protection and even as well as the concession is 
 20
fundamental aspect determining the nature of the profitability of the 
investment, in addition to the above as it has been analyzed by the 
world bank (1983) that the Kenyan government participation is exactly 
and even more so concentrated in the large firms. Hence the proportion 
of firms with government participation generally varies directly with the 
number of people employed as shown in the table bellow. 
 
Table 11 
 Showing the percentage of firms with government participation by 
firm size 
 
Number employed Number of 
firms 
Percent of firm 
with government 
participation 
    5-19 
  20-49 
  50-99 
100-199 
200-499 
Over500 
  4 
10 
10 
12 
  8 
  5 
   0 
   0 
 10 
 17 
  63 
100 
 
Sources; survey undertaken by mission consultants 
 
 
 
Also the Kenyan government funded firms is that which is exactly being 
analyzed as to be holding   or having a very small number of exceptions 
and also they naturally oriented liquids a sound protected ideal market. 
 
1.15 Protection and labor intensity  
It has been generally accepted that the employment in the sectors of 
manufacturing in Kenya has been growing very slow as compared to 
the nature of the output since independence in 1963-65. 
 
Table 12 showing the growth of manufacturing output and 
employment (% per year) 
 
 
 Out put employment 
1962-72 
1972-77 
  8.9 
10.5 
5.8 
6.8 
 
Sources; CBS statistical Abstract various issues 
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However as it has concluded by the analysis of the world bank in 1983 
Annex III the industrialization process: growth and structural 
adjustment (P 420-421) that fall in employment elasticity in recent 
years have been caused by the change I relative factor prices, a speed 
up in productivity gain in newly established industries or declined in 
capacity utilization, the most likely casual factor is increased protection 
which raises apparent domestic value added but leaves employment 
unaffected. However in the case of Kenya the tendency toward low labor 
absorption has been exaggerated, hence the domestic entrepreneurs 
were exactly few and even more so technical knowledge concerning the 
lines of production was incomplete lack of the access to loan capital 
and restrictive system of licensing further inhibited the development of 
labor intensive as well as small scale production units. Hence we can  
easily conclude that the large scale multinational firms in Kenya of 
which were generally able to summons the barriers holding back small 
enterprises equally appear on the cost permissive ground which higher 
income generated markets as well as to employ capital intensive 
techniques. Above all the final end results is that output per worker in 
manufacturing is generally inefficiently high for the countries which are 
rich in labor resources. The above can be clear from the following table; 
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Table 13  
Showing industrial structure measure for twenty four countries  
 
Industrial 
group 
Value 
added 
share  
  Employment 
share 
  
 Industr
ial 
compo
sition 
Share 
of 
units 
emplo
ying 
 Industrial 
share of unit 
composition 
employing 
  
Kenya  1-4 1-49  1-4 1-49 
Group l 
Group ll 
Group lll 
Total 
Low and 
middle 
income 
countries 
N=15 
Group l 
Group ll  
Group lll 
Total 
High 
income 
countries 
Group l 
Group ll 
Group ll 
total 
47.5 
11.2 
41.3 
100.0 
 
 
 
 
 
43.0 
19.0 
38.0 
100 
 
 
 
32.0 
9.0 
59.0 
100.0 
2.8 
6.3 
0.8 
2.3 
 
 
 
 
 
10.9 
14.8 
6.0 
9.8 
 
 
 
4.3 
2.8 
1.3 
2.4 
17.5 
19.0 
10.6 
14.8 
 
 
 
 
 
37.2 
38.0 
22.0 
31.6 
 
 
 
35.0 
26.0 
12.8 
21.1 
42.9 
16.9 
40.2 
100.0 
 
 
 
 
 
43.0 
27.0 
30.0 
100.0 
 
 
 
30.0 
14.0 
56.6 
100.0 
3.3 
6.0 
1.4 
3.0 
 
 
 
 
 
22.4 
24.0 
13.6 
20.2 
 
 
 
5.1 
2.9 
1.3 
2.6 
22.7 
19.4 
11.7 
17.8 
 
 
 
 
 
53.1 
45.7 
36.6 
46.1 
 
 
 
39.1 
28.7 
15.4 
24.3 
 
Sources; CBS statistical Abstract various issues 
Note: the commodity groups are as follows 
 
• food, Beverages, wood, furniture, printing and publishing, non 
metallic mineral products and diverse  
• Textiles, clothing and leather  
• Paper, rubber chemicals, petroleum, basic metals, fabricated metals, 
non electrical machinery, electrical machinery and transport 
equipment.  
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The law and middle income countries are: 
 
• Brazil    1960 
• Columbia    1968 
• Iraq    1964 
• Israel    1965 
• Jordan    1965 
• South Korea   1967 
• Lebanon    1964 
• Malaysia    1968 
• Mexico    1965 
• Peru    1963 
• Puerto rico    1963 
• Spain    1970 
• Taiwan    1966 
• Thailand   1963 
• turkey    1964 
 
The high income countries are: 
 
• Austria   1964 
• Australia   1968 
• Canada   1970 
• west Germany 1970 
• Japan   1970 
• Norway   1963 
• united Kingdom  1968 
• USA    1967 
 
Sources: Ranadar Banerji a small scale production units in 
manufacturing. In international cross-section overview “Weltwirts 
chaftliches Archir-Band 114 Helt 1978”  
 
Kenya central bureau of statistics census of industrial production, 
1972(Nairobi 1978) 
 
 
1.16 Size structure of firms a comparative analysis  
However in 1983 the world concluded that when it is compared to that of 
group  of low and middle income  countries, Kenya’s industrial structure 
generally seems to be strongly skewed towards  large scale units as well as 
towards the commodity groups of which are exactly more capital – 
intensive, however, for the low as well as the middle income countries 
units engaging  less than 50 employees generally contribute about 31.6% 
of the total output as well as 46.1% of the total manufacturing 
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employment while the small firms generating only exact basis of the 10% 
total output in the case of high income countries the 1-4 employees firms 
are much less important hence output falling firms from 9.8% to 2.9% as 
well as the employment share falling from 20.2% in comparison to low-
middle group. 
In relation to the above in Kenya the share for the most labor intensive 
group (textiles and clothing as well as leather product) is equally expected 
by low 11% while on the other hand that of group III commodities of which 
equally include paper, rubber, chemicals, petroleum, basic metals, 
machinery and transport equipment is generally accepted to be high. 
Hence Kenya’s industrial structure is exactly like that of high wage capital 
rich countries. Besides the above the Kenya central bureau of statistics 
census of industrial production in 1972, concluded that all firms which 
are based on no wage labor have been exactly excluded from the census. 
Hence this means that the 1-4 employee unties have been exactly under 
estimated. In addition to the above various disaggregated indicates that 
the firms engaging more than 100 workers exactly accounts for 12% of 
establishment  hence they contribute  74% of all the value added and 71% 
of employment over the same. Also the exact study of he relative use of 
labor as well as the capital in Kenyan industry can also be carried out 
using payment for the factor services approach by which the exact inputs 
are generally grouped into fixed as well as circulating capital, human 
capital and unskilled labor of which are equally weighted in terms of their 
nature of capital contribution to the value added per worker. Also as 
observed by the KCBC of industrial the industrial production (1972) 
concluded that there are three strands in the explanation for the 
observation of high variance with respect to scale of which include the 
product heterogeneity hence the industry classification large scale units 
are producing various commodities than their  counter parents hence the 
product vary in their average input requirements by which the scale 
dichotomy in output mix may equally tend to either exaggerate or 
understate productivity as show in the table below;  
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Table 14 
Showing factor intensity in Kenyan manufacturing 1972 (Value in K) 
 
Manufacturing Total  
value 
added 
per 
emplo
yee 
 Wage 
value 
added 
per 
emplo
yee 
 Non 
wage 
valu
e 
empl
oyee 
 
 
 
Wood and cork products 
Transport equipments 
Sugar and confectionaries 
Textile 
Furniture and fixtures 
Clothing industry 
Plastic products 
Meat and daily prod. 
Non-electrical mach. 
Leather products and 
footwear 
Bakery products 
Weighted average 
Miscellaneous  
Metal products 
Miscellaneous manf. 
Electrical mach. 
Canned veg. fish,oil,fats 
Paper and paper products 
Printing and publishing 
Grain mills product 
Pottery and glass products 
Non-metallic mineral prod. 
Industrial products 
Rubber products 
Beverage & tobacco 
Petroleum & others 
chemical  
 
 
276 
327 
383 
466 
470 
476 
663 
693 
708 
 
711 
739 
753 
817 
824 
870 
900 
909 
912 
936 
1009 
1156 
1276 
1450 
1651 
2041 
 
2527 
rank 
 
1 
2 
3 
4 
5 
6 
7 
8 
9 
 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
2 
Pound
s 
186 
240 
327 
228 
306 
259 
398 
491 
421 
 
329 
375 
362 
221 
431 
351 
546 
335 
530 
653 
402 
350 
483 
486 
523 
595 
 
867 
Ra
nk 
1 
4 
7 
3 
6 
5 
13 
19 
15 
 
8 
12 
2 
16 
11 
22 
9 
21 
24 
14 
10 
17 
18 
20 
23 
25 
Poun
d 
91 
87 
56 
238 
165 
217 
266 
221 
287 
 
382 
365 
392 
596 
393 
518 
354 
574 
383 
283 
607 
807 
793 
964 
985 
1446 
 
1659 
Rank 
 
3 
2 
1 
7 
4 
5 
8 
6 
10 
 
13 
12 
18 
15 
16 
11 
17 
14 
9 
19 
21 
20 
22 
23 
24 
25 
  
Source; IMF country report 1983 
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Table 15 
Table showing value added per employee by size of establishment 
 
manufacturing Total  
value 
added per 
employee 
 Wage 
value 
added per 
employee 
 Non wage 
value 
employee 
 
 
 
Wood and 
cork products 
Transport 
equipments 
Sugar and 
confectionaries 
Textile 
Furniture and 
fixtures 
Clothing 
industry 
Plastic 
products 
Meat and daily 
prod. 
Non-electrical 
mach. 
Leather 
products and 
footwear 
Bakery 
products 
Average 
Miscellaneous 
food  
Metal products 
Miscellaneous 
manf. 
Electrical 
mach. 
Canned veg. 
fish,oil,fats 
Paper and 
paper products 
Printing and 
publishing 
Grain mills 
product 
Pottery and 
glass products 
1-4 
 
 
361.5 
 
425.8 
 
699.3 
467.6 
 
303.8 
 
532.7 
 
579.4 
 
135.0 
 
408.1 
 
 
546.3 
 
806.1 
590.8 
 
1072.7 
330.2 
 
1534.9 
 
217.2 
 
247.2 
 
697.3 
 
795.0 
 
275.0 
 
524.8 
5-19 
 
 
368.4 
 
475.2 
 
240.6 
655.6 
 
494.0 
 
526.8 
 
861.4 
 
873.3 
 
745.3 
 
 
530.9 
 
348.2 
595.5 
 
959.4 
502.4 
 
611.9 
 
614.3 
 
513.2 
 
517.6 
 
940.9 
 
612.1 
 
- 
20-49 
 
 
355.1 
 
597.2 
 
273.2 
253.8 
 
465.4 
 
430.9 
 
326.5 
 
469.4 
 
837.7 
 
 
393.1 
 
557.0 
667.3 
 
866.9 
644.9 
 
1032.7 
 
1434.9 
 
549.8 
 
766.5 
 
805.6 
 
2011.8 
 
- 
50-99 
 
 
242.5 
 
467.5 
 
811.1 
454.8 
 
641.7 
 
385.7 
 
949.5 
 
646.0 
 
903.4 
 
 
665.1 
 
682.1 
760.0 
 
10531 
1933 
 
460.5 
 
1610 
 
549 
 
655 
 
766 
 
1501 
 
393.8 
100 + 
 
 
263.1 
 
317.4 
 
351.6 
466.1 
 
397.4 
 
540 
 
647.8 
 
705.4 
 
115 
 
 
773.5 
 
950.3 
783.1 
 
729.3 
862.3 
 
722.6 
 
863.2 
 
999.2 
 
978.6 
 
1097.2 
 
939.8 
 
1415.7 
total 
 
 
276. 
 
327 
 
383 
466 
 
470 
 
476 
 
663 
 
693 
 
708 
 
 
711 
 
740 
753 
 
811 
900 
 
870 
 
900 
 
909 
 
912 
 
936 
 
1009 
 
1156 
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Non-metallic 
mineral prod. 
Industrial 
chemicals 
Rubber 
products 
Beverage & 
tobacco 
Petroleum & 
others 
chemical  
 
336.3 
 
767.0 
 
205.9 
 
275.7 
 
 
653.1 
 
547.2 
 
1524 
 
435.7 
 
348.8 
 
 
579.4 
 
816.8 
 
194.3 
 
641.6 
 
186.8 
 
 
1180.5 
 
515.8 
 
2063 
 
1165 
 
1445 
 
 
1683 
 
1664.8 
 
1444.4 
 
1961.8 
 
2243.1 
 
 
3668.5 
 
1276 
 
1450 
 
1507 
 
2040 
 
 
2527 
 
 
 
 
Industry group Firms less than 100 
employees 
Firms of over 100 
employees 
Beverage and 
tobacco 
 
Textile 
 
Non-metallic 
minerals 
Industrial 
chemicals 
Rubber 
products 
Soft drinks 
 
Screen printing 
tarpaulins tents 
Concrete blocks pipes, 
tiles 
 
Soap resin paint 
livestock dip 
Tire retreading 
 Cigarettes and beer 
 
Spinning and weaving of 
natural and synthetic fiber 
Cement and limestone 
 
Wattle extract pyrethrum 
extraction 
New tires 
 
               
      Source; IMF country report 1983 
 
 
 
In addition to the above the second strand in the explanation for les than 
expected scale effects is the possibility that factors do not earn the exact 
normal returns while in the third explanation may be errors in provision of 
information by respondents or as a result of errors in the various stages of 
processing data.  
 
 
1.17 Trends in structure of output and production  
 
In 1957 the annual industrial survey of Kenya  of which was conducted for 
covering various  firms in Kenya of 5 and more employees  concluded that 
there was a small share of output produced by such firms of which were 
exactly engaged in less than 50 exactly  were being seen as shrinking in 
nature. Hence in number of medium and large scale of such industries 
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equally grew over the same in relation with their production at a rapid rate 
until the nature of recession of 1975, also in 1976 such  vigorous  growth 
in output as well as the employment of which was generally accompanied 
by such actual decline in various  firms. even though the firm size in the 
nature of average number of employees has been exactly stable  due to 
some of such individual firms have growth  in size maybe  for the  
expansion in work force of the existing firms of which have been equally 
determined as shown in the given the table:   
 
 
Table 16 
 
 No. of 
establishment 
% 
Employment  
 
% 
Value added 
 
% 
0-99 
100-249 
250-499 
500 and above 
total 
  87 
    8 
    3 
    2 
100 
  31 
  20 
  16 
  33 
100 
  29 
  17 
  29 
  25 
100 
 
Source; census of industrial production 1963 
 Note: 
The only statistics which break out the distribution of the large firms 
appear in the census of industrial production 1963 table 2 (b) as shown 
above.  
Even though there has been irregular but with upward trend in the nature 
of value added per worker, the trend is equally the same but though  
smoother  when it’s weighted I three digits ISIC or by the GDP per wage 
employee. As it is was concluded by the industrial survey of Kenya I 1975, 
the long term series indicated the employment elasticity  generally was 
improving  and even higher  in 19666-1972 as compared  to other past 
period . On the other hand as it was indicated that from the year 1966 to 
1973 the nature of the industrial productivity generally oscillated around 
flat trend of which increased employment elasticity by one, hence it 
indicated an upward trend in the nature of aggregate productivity in the 
year 1974. In addition to the above, in the year 1970’s their was an insight 
dynamic of the industrial manufacturing sector comparatively after a great 
growth  and increase since 1966 there was a real decline in wages almost 
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in every year of which exactly lowered the cost and increased the nature of 
the profitability of the firms. 
Table 17 
 Showing manufacturing establishment engaging more than 50 
employees (4- digits ISIC or GDP) 
 
 Share in 
total 
industrial 
production 
No. of 
employees
 Gross 
output 
Labor 
cost 
Value 
added 
 Value 
added 
*11972 
 % Units 000s  million Kenya pounds 
1972 
1973 
1974 
1975 
1976 
85.2 
85.6 
83.2 
87.4 
88.6 
349 
354 
429 
429 
404 
  84.8 
  95.5 
107.8 
100.7 
110.2 
247.7 
300.3 
434.1 
535.4 
733.5 
31.9 
36.0 
46.4 
51.6 
61.8 
 68.3 
  85.2 
107.7 
119.7 
162.6 
68.3 
74.6 
79.0 
 85.1 
108.6 
 
Source; census of industrial production 1963 
 
 
 
 Workers 
per 
establish
ment 
VA per 
worker 
(1972 fs) 
Real wage 
(index)*2 
LC*3  
VA  
% 
VA*4 
GO 
% 
1972 
1973 
1974 
1975 
1976 
243 
270 
251 
235 
273 
805 
781 
733 
845 
985 
100 
  90 
  85 
  83 
  81 
46.7 
42.3 
43.1 
43.1 
38.0 
27.6 
28.4 
24.8 
22.4 
22.2 
 
Source; World Bank report 1983 page 429 table (7) 
*1. Obtained by applying the implicitly price deflator in manufacturing 
GDP given at current and constant prices to the previous column  
*2. From 1966 to 1972 the index is based on average earnings in the 
month of June for all wages earners  deflated by the lower income group 
Nairobi consumer price index for 1973-76 from the economic survey (1973 
p. 59) reported real average wage earnings in manufacturing k₤ 526, 473 
and 463 
 
*3. Labor cost as a percentage of value added  
*4. Value added as percentage of gross output  
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Table 18 
Showing manufacturing and repair establishment engaging 50 or more (3 digits ISIC) 
 
 No. 
of 
empl
oyees 
 Gross 
output 
Labor cost Value 
added 
cost 
VA1972 
price 
 units 000s  Million of   Kshs  
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
191 
208 
210 
241 
278 
291 
354 
375 
446 
448 
420 
50.5 
   51.7 
   55.6 
   59.4 
   69.3 
  76.3 
  88.1 
  98.4 
111.2 
104.5 
113.1 
112.2 
124.2 
130.3 
148.2 
174.8 
204.7 
252.9 
306.5 
481.5 
549.9 
749.3 
16.9 
19.1 
21.3 
23.5 
26.2 
28.5 
33.7 
38.0 
50.0 
53.8 
64.4 
 33.0 
 34.2 
 38.6 
 44.3 
 50.7 
  57.1 
  70.9 
  88.2 
113.5 
123.2 
166.9 
30.4 
30.9 
34.3 
37.9 
42.8 
47.7 
53.4 
63.1 
72.8 
74.4 
95.8 
 
Sources; World Bank report 1983 p. 430 
 
  Table 19 
 
 
 Workers 
per 
establis
hment 
VA per 
worker 1964 
pounds 
Real*1 
 wage  
index 
LC*2VA 
 
 % 
VA*3 GO  
 
% 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
264 
248 
262 
246 
249 
262 
249 
262 
249 
225 
271 
602 
597 
625 
638 
618 
625 
606 
642 
660 
712 
841 
100 
103 
108 
110 
116 
112 
115 
106 
97 
95 
93 
51.2 
55.8 
55.2 
53.0 
51.7 
49.4 
47.5 
43.1 
44.1 
43.7 
38.6 
29.4 
27.5 
29.6 
29.0 
29.0 
28.2 
28.0 
28.8 
23.6 
22.4 
22.3 
 
 Source; IMF report 1983 
 
*1. from 1966 to 1972 the index is based on average earning in the month 
of June for all wage earners deflated by the lower income group Nairobi 
consumer price index for 1973-76 from economic survey 1973 page 59 
reported real average wage earnings in manufacturing was K₤ 526, 473 
 31
and 463 taken form world bank report 1983: annex III the 
industrialization process growth in structural adjustment “trends in 
structure of output and production Page 430”. 
 
*2. Labor cost as percentage of value added  
*3. Value added as a percentage of gross output  
 
 
1.19 Industrial policy for growth and equity  
The rationalization  of trade require : In 1983 the international bank for 
reconstruct and development /the world Bank; growth and structural  
change volume  II annex III the industrialization process growth and 
structural adjustment-industrial policy for growth and equity” page 431-
435 concluded that the  Kenya’s fourth development  plan was to exactly 
bring   about the transition  from highly protected import substitution to a 
strategy  of which would  exactly leads to greater use of the available 
domestic resources, more nature of employment generation as well as 
greater diversification for the exports, hence over the same the fourth plan 
generally took into recognition  that import substitution  may not help be 
so very much important unless the nature  of industrial sector can equally 
improve and make more exports of which will exactly make the industrial 
sector to be more competitive in nature  of which will call for sound shifts 
from quantitative restrictions to tariffs principals , gradual nature of 
rationalization for the structure of tariffs so that to make them more 
uniform and also  to increase the institutional support and improved 
financial incentives or the manufacturing sectors.  
 
However as it was concluded by Marshall Lerner coordination that 
devaluation will generally improve the nature of balance of payment of the 
country only if ;  
                                               ex ( nx-1) + nm (em + 1)>0 
                                               ex +nx        em +nm 
 
Where; 
nm =the home country’s elasticity of demand for imports 
nx = foreign elasticity of demand for home country export 
ex = home country elasticity of supply 
ex = the elasticity of supply of imports  
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In addition to the above, where the exact elasticity of demand for the 
exported goods as well as the elasticity of supply of the imported goods 
both is infinite, then the full condition for positive response reduced to        
ex +nm >0 
According to the study conducted by the  economic intelligence unit, study 
of pricing policy for tourism  annex iv pp 91-107 indicated the most of 
Kenya’s exports face similarly high elasticity except pyrethrum and 
tourism by which they  concluded that overall pure elasticity  ranging from 
2.5-3.0 .Also Bateman M.S (1979) equally concluded that as for the 
elasticity of supply of export response of the two main export, coffee and 
tea was relatively low because of the long lags between planting as well as 
production, he added that even in the near term higher prices for product 
would exactly result in more use of fertilizer, labor and as well as other 
inputs. Hence other studies also have indicated that the nature of supply 
elasticity for coffee and tea raging from 0.5 to 1.0. in addition to the above, 
Kreneger Anne o. (1978) concluded that the supply elasticity for non-
traditional exports in a sample of 10 countries at 1.3 of which was exactly 
consistent with econometric estimates of supply elasticity’s for minor 
exports in individual countries like Colombia 0.7-1.3 Israel 1.3 and   Brazil 
as well as Turkey 0.8-1.3. world Bank for reconstruction (1983) indicate 
that since the nature of industrial protection and even the incentives has 
generally increased in complexity and even more involved the government 
with wide detailed various operations of the industrial sector, it has 
equally influenced the government to take various decisions over the same. 
In addition to that, the Kenyan government has equally accepted  that 
inorder to maintain the accepted rates of GDP growth export must be 
generally expanded over the same with the export compensation, as it was 
established by the  local manufactures (export compensation) Act, 1974 
Kenya Gazette supplement, Act no 43 Nairobi June 21, 1974 
Also the export finance and insurance as it was analyzed by the Kenya 
external  trade authority (1979)  that exporters equally recognized that the 
main impediments to the promotion and expansion of exports is the lack 
of sound institutional support to finance and protect exporters over the 
same. In addition to that the Kenyan banks are reluctant to extend credit 
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facilities, more specifically new and small exporters, without adequate 
tangible securities. As the rule, the central bank of Kenya requires the 
commercial banks to channel 17% of their advances to the Agricultural 
sector, however, the commercial banks in Kenya equally offer pre and post 
primary export financing generally at the same standard interest rates as 
that of the foreign commercial papers by discounting or negotiating  
foreign bills of  exchange. Above all, the export in Kenya is generally 
required to be registered with the central bank and obtain the registration 
numbers of which are valid for two years. On the other side if an export is 
found to have been unrecognized CDS forms renewal of such registration 
may be exactly not accepted over the same. Hence the absence of export 
credit guarantee and insurance schemes will exactly course difficulties to 
Kenyan firms since it reduced risks to the exports. However, the financial 
guarantees are equally given to exporters in getting pre-and post –
shipment credit by breaking the rigid eligibility criteria normally used by 
commercial banks in granting or expanding working capital. 
 
1.20 Institutional support 
Some of the institutions that can lend the support as it was analyzed by 
the central bureau of statistics (CBS 1978) are: the External Trade 
Authority (KETA). The Kenya national trading and corporation (KATC) and 
others: In 1983 the multinational bank of reconstruction and development 
world bank growth and structural change volume II, annexed III the 
industrialization process growth and structural adjustment P. 441 that the 
whole government industrial policy must be exactly redesigned so that to 
complement changes in the structure of industrial incentives as well as to 
assure success of industrialization. Hence the government has to take 
direction to restructure and reorganize and re-equip industries. Also in 
relation to that the industry wide strategies, a strategy should be 
developed for each and every broad industrial sub category. Hence the 
World Bank concluded that such industry can be broadly classified under 
as; the processing industries turning out standardized intermediate goods 
such as steel, paper. Chemicals, fertilizers, petroleum, refining, glass and 
cement. The engineering industries  turning out fabricated metal products  
and a wide  variety of capital goods with offshoots in repair services 
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machinery maintenance  light and consumer goods  industrial producing  
textiles clothing , shoes, leather products, food stuffs , plastic products, 
toys furniture, small house hold  articles and major consumer turning out 
passenger  vehicles, commercial and cargo vehicles, appliances such as 
refrigerators and other major items  of which are based  on a assembly line 
production plus a network of marketing and services for consumer. 
 
 
1.17 The small industry sectors:  
Development, prospects and policies: In 1978 the central bureau of 
statistics, census of industrial production 1972 Nairobi 1978 analyzed 
that the small scale manufacturing establishments can exactly be divided 
into two groups as: traditional artisan industry and non-traditional small 
industry. In addition to that the economic role played by these two small 
industry sub sectors is quite distinct in nature. Also the artisan small 
industry in relation with it’s extent, growth as well as the geographical 
distribution as it has been analyzed that the bulk of manufacturing 
establishment engaging less than ten workers as it has been concluded by 
the Kenya central bureau of statistics informal sector survey that shows 
the sector as a whole has growth at an annual rate of 10.7% between the 
year 1974 and 1978. On the other side the informal sector has grown at 
11.8% per annum. 
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Table 20 
Showing employment in unregistered firms by sector  
 
 
 1974 1975 1976 
000s 
 1977 1978 
Manufacturing 
Repair services 
Other services 
Retail trade 
Catering 
Construction and 
Transport 
Total 
Manufacturing 
 Repair services 
Other services 
Retail trade 
Catering 
Construction and 
Transport 
Total 
10.9 
   8.6 
   3.6 
 50.6 
   1.3 
 
    1.2 
  76.2 
  14.3 
  11.3 
    4.7 
  66.4 
    1.7 
 
    1.6 
100.0 
    9.6 
    7.1 
    2.8 
  45.4 
    8.4 
 
    0.7 
  74.1 
  13.0 
    9.6 
    3.8 
  61.3 
  11.3 
 
    1.0 
100.0 
  13.9
    8.2
    4.1
  46.4
  11.8
 
    0.5
  94.9
 14.6 
   8.6 
   4.3 
 48.1 
 12.4 
 
   0.5 
100.0
  15.3 
    8.8 
    4.8 
  57.8 
  15.7 
 
    1.2 
103.9 
  14.7 
    9.4 
    4.6 
  55.6 
  15.1 
 
    1.2 
100.0 
 17.0 
 10.8 
    4.9 
  64.7 
  15.3 
 
    1.2 
113.9 
  14.9 
    9.5 
    4.3 
  56.8 
 14.4 
 
    1.1 
100.0 
 
Sources;   Central bureau of statistics 1979 
 
Note: The above figures represent numbers engaged in un-enumerated 
enterprises in all towns having a population of 2,000 or more in 1969 plus 
a number of trading centers in the rural areas. 
In addition to the above we can also throw more light on the growth issue 
by an examination of various registered as well as unregistered small 
manufacturing industries. Comparatively as it has been analyzed by small 
scale industry sector (1978) that during the period 1974 to 1977 there has 
been no increase in the total number of industrial establishment, however, 
the registered firm employing 1 to 9 workers have been diminishing while 
the exact growth in the number of unregistered units has been almost 
entirely offset by such a falling or decking of formal sector firms which 
does not have no wage employees. 
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 Table 21 showing small-scale manufacturing establishment  
since 1957-1978 
 unregulated regulated   
  0 1-4 5-9 
1957 
1963 
1969 
1970 
1971 
1972 
1972 
1773 
1974 
1975 
1976 
1977 
1978 
- 
- 
- 
- 
- 
- 
1030 
1283 
4347 
3832 
5551 
6119 
6804 
- 
- 
- 
- 
1380 
2292 
1760 
1813 
3149 
2063 
1952 
672 
- 
884 
348 
713 
706 
826 
688 
532 
406 
435 
417 
433 
353 
- 
381 
316 
312 
334 
352 
371 
249 
224 
287 
247 
263 
233 
- 
 
Source: World Bank report 1983 
Note;  
  *1   informal sector employment divide by 2.5 is the estimated number of 
persons per industrial establishment 
*2 by employment size, the ‘0’ category refers to units consisting of the 
proprietors and   unpaid apprentices 
*3   shift from 3 digits to 4 digit ISIC classification 
*1 Central bureau of statistics, informal sector survey 
*2 annual enumeration of employees and self employed persons as 
reported in the statistical abstract. 
In addition to the above, when taking everything into consideration, the 
activities in the manufacturing and repair sub sector, between the years 
1974 and 1975 there was a recorded fall in almost all categories due to the 
outbreak of cholera of which comparatively influenced the Kenyan 
government to close some of the vehicle repair exactly accounted for 54% 
of the total employment 
According  to the analysis of the central bureau of statistics survey (CBS 
1978) concluded that earning is very high in furniture, fabricated metal 
products and even vehicle repair establishment even though the small-
scale industry are not exactly geographically distributed through the 
country, statistical Abstract (1978) and central bureau of statistic (CBS 
1979) indicated that since there was no data to exactly estimate the nature 
of such number of full time persons involved in the rural craft production, 
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hence the above said comparison may not be exactly true, further analysis 
indicated that by applying more restrictive sample of which was to include 
more than twenty two towns with such kind of enumerated wage 
employment of which was exactly exceeding 1,000 shows that Nairobi and 
Mombasa generally accounts for more than 71% of such kind of 
manufacturing employment exactly in the formal sector as well as 64% in 
the un-enumerated sectors over the same. 
Table 22  
Showing employment in selected small-scale manufacturing and 
repair activities (1972-1978) 
 
 1972 1973 1974 1975 1976 1977 1978 
Grain milling 
Enumerated 
Un-enumerated 
 Wearing 
Enumerated 
Un-enumerated 
 
Leather 
Enumerated 
Un-enumerated 
 
Saw milling 
Enumerated 
Un-enumerated 
Furniture and fixtures 
Enumerated 
Un-enumerated 
 
377 
- 
 
2040 
- 
 
 
35 
- 
 
 
175 
250 
 
745 
1416 
 
318 
- 
 
1155 
88 
 
 
33 
- 
 
 
260 
318 
 
708 
1781 
 
533 
- 
 
2673 
6226 
 
 
23 
- 
 
 
338 
555 
 
1370 
2395 
 
460 
- 
 
1795 
5729 
 
 
43 
192 
 
 
260 
409 
 
943 
2079 
 
638 
286 
 
1930 
6736 
 
 
43 
304 
 
 
305 
1713 
 
980 
3127 
 
335 
456 
 
623 
6475 
 
 
98 
975 
 
 
53 
2125 
 
348 
3382 
 
- 
496 
 
- 
7470 
 
 
- 
970 
 
 
- 
2188 
 
- 
3711 
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Metal products 
Enumerated 
Un-enumerated 
 
Motor vehicle repair 
Enumerated 
Un-enumerated 
 
 Shoe repair 
Enumerated 
Un-enumerated 
 
Electrical  repair 
Enumerated 
Un-enumerated 
 
 Watch and jewelry 
repair 
Enumerated 
Un-enumerated 
 
Other repair 
Enumerated 
Un-enumerated 
 
 
365 
874 
 
 
633 
782 
 
 
630 
997 
 
 
303 
73 
 
 
 
170 
358 
 
285 
4646 
 
 
415 
711 
 
 
783 
1082 
 
 
263 
1618 
 
 
373 
228 
 
 
 
255 
671 
 
315 
1716 
 
 
768 
1376 
 
 
1483 
3238 
 
 
840 
2363 
 
 
708 
204 
 
 
 
435 
1059 
 
635 
1012 
 
 
488 
1061 
 
 
930 
2743 
 
 
820 
1454 
 
 
503 
482 
 
 
 
358 
768 
 
585 
1491 
 
 
543 
1507 
 
 
998 
2993 
 
 
1018 
2045 
 
 
560 
806 
 
 
 
400 
943 
 
658 
1928 
 
 
268 
1684 
 
 
385 
3394 
 
 
228 
2551 
 
 
308 
760 
 
 
 
248 
112 
 
343 
2153 
 
 
- 
1997 
 
 
- 
3944 
 
 
- 
2781 
 
 
- 
748 
 
 
 
- 
1208 
 
 
- 
- 
Source world bank annual report 1979 
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Note: enumerated 
Employment in enumerated establishment engaging 0 and 1-4 wage 
employees in addition to the above, it was analyzed by the survey 
conducted by the central bureau of statistics (CBS 1979) that the informal 
manufacturing establishment activities are exactly more concentrated in 
two geographical metropolitan areas of which involve more than 57% as 
compared to that of 52 of others as shown below; 
                
Table 23 
 Showing unregistered employment by town in 1978 
 
 
 Manufac
tu-ring  
Trade 
and  
catering 
service total 
Nairobi 
Mombasa 
Kisumu 
Thika 
Embu 
Karatina 
Nakuru 
Nyeri 
Eldoret 
Meru 
Machakos 
Kisii 
Kericho 
Webuye 
28 others 
Total urban 
Rural trading 
Grand total  
4721 
2725 
670 
419 
282 
270 
270 
247 
202 
194 
190 
182 
156 
152 
1979 
12210 
4806 
17016 
22398 
6373 
4352 
1645 
1333 
995 
1636 
838 
1076 
1254 
742 
818 
911 
557 
11153 
56081 
23956 
80037 
4997 
747 
758 
442 
253 
240 
595 
313 
322 
320 
268 
186 
137 
123 
1823 
11524 
4178 
15702 
31908 
9872 
5920 
2584 
1876 
1533 
2592 
1405 
1630 
1783 
1207 
1215 
1220 
832 
15150 
807210 
33210 
113937 
 
 
 
 
 Sources; central bureau of statistics survey report 1979 
 
 
1.21 Artisan small industry  
 
 (a)Characteristics of the firm 
 Central bureau of statistics (CBS 1977) analyzed that a single person 
operating accounted for 49% of the whole total with an average of 3.6 
 40
persons engaged in the remaining percentages. Over the same the other 
seven hundred and sixty eight non-paying apprentices while the other 
were equally found to be the wage earners. 
 
(b)The formal sector 
 
ILO mission (1971) indicated that the informal sector hard the 
characteristics of easy entry, dependence on indigenous material, owned 
by the family small scale in nature, labor intensive, adopted technology, 
outside skills. Also in addition to the above, in 1978 fowler, D.A concluded 
that all enterprises which are employing less than eleven workers 
including even formal financial institutions or in which at least more than 
one member of the family is involved. over the same in 1977 Sethuraman 
S.V in their study on  urban informal sector: concept, measurement and 
policy , international labor review  Nov-Dec. 1977 generally concluded that 
there was some problems in implementing and even the theoretical validity 
has to be in doubt. 
 
 
1.22 Modern small industry: 
 
In 1977 the central Bureau of statistics concluded that, 623 firms engaged 
10 to 49 workers, on the other side these were may be another 180 
establishments of which like by applying the exact share of this group in 
the year 1972 census to the exact total number value added and 
employment it was generally concluded that 50-99 employee units were 
exactly accounted for 11.6 percent as well as 15.0 percent. Also for the 
other group of 1-49 it was also analyzed that 14.8 percent as well as 17.8 
percent were arrived at. 
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Table 24 
 Showing distribution of manufacturing establishment since 1957-
1977 (by No. of employees) 
 
 
 
 5-9 10-49 50 and over 
1957 
1963 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
381 
182 
359 
393 
351 
312 
334 
352 
317 
249 
224 
287 
263 
233 
456 
316 
496 
533 
521 
529 
564 
598 
499 
550 
606 
613 
630 
623 
181 
152 
190 
201 
244 
262 
296 
352 
379 
312 
385 
420 
425 
470 
 
 
Source: statistical abstract, various issues 1983  
 
1.23 Small industry programmes in Kenya  
 
In 1983 the international  bank for  reconstruction/ world bank, growth 
and structural  change volume II annex III the industrialization process, 
growth and structural  adjustment P 454- 456 analyzed that  the main 
components of the Kenya’s assistance effort to small scale industry are 
exactly administered by a single agency. Also in 1966 the Indian advisory 
team visited Kenya and advocated for the establishment of the Kenya 
industrial estates Ltd, of which was comparatively wholly owned as 
subsidiary of the industrial and commercial development corporation 
(ICDC). Equally in 1971 the rural industrial development program (RIDP) 
was inaugurated. In addition to the above in the first stage the central 
thrust of the program was to develop the entrepreneurial skills in technical 
fields mostly through the extension work, even though it was curtailed in 
1974. Also in the second phase the rural industrial development 
corporation of which exactly focus a change to the provision of the 
required physical premises and as well as support service to comparatively 
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few establishment enterprises. In addition to that in the third stage was 
equally in part a natural outgrowth of the above said second stage. Hence 
the producer for the traditional small industry products constituted 60 to 
70 percent. According to the conclusions  of the K1E, Kakamega basis 
industrial estate  (P 124) said  that the clients  from outside exactly came 
to the centers while the nature of the extension services have exactly been 
terminated as have been training courses given in classrooms of the 
centers. Also the KIE GOPA, Kakamega basis industrial estate (p. 125) 
analyzed “the entrepreneurs for these projects generally have a good 
education and basic technical skills hence can be able to equally raise 
some working capital through their own savings. Even though the projects 
are general prepared by the center staff without much participation of the 
involved clients, though most of the entrepreneurs mostly come from the 
ranks of salaried employees in public or private concern or are self 
employees in some successful venture and are not wiling to take in such 
new activities as a full time undertaking as it has been concluded by the 
KIE/GOPA. 
 
1.24 Contribution of service sector for the industrial development in 
Kenya  
 
Accordingly, Kenya’s  service sector has been  major  component of the 
Kenyan economy over the past decades as it has been analyzed by the 
various  researchers, however, it’s contribution  to the GDP has been 
comparatively increasing from 46% in 1970 to 54% in 1997 as shown in 
the table below: 
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Table 25 
Showing the shares of the services in the Kenya’s economy 1970-
1997 
 
 
  1970 1980 1990 1993 1997 
I 
 
 
 
I
I 
 
 
 
 
 
 
 
I
I
I 
Real GDP 
constant 
1988 
 
share of 
GDP factor 
cost % Mn 
 
Agriculture  
Industry 
Service  
 
labor force 
%  
Agriculture 
Industry 
service 
 
 
3158 
 
 
 
 
 
37 
17 
46 
 
 
 
85 
6 
10 
 
 
5306 
 
 
 
 
 
33 
21 
46 
 
 
 
81 
7 
12 
 
 
8137 
 
 
 
 
 
32 
19 
49 
 
 
 
77 
8 
14 
 
 
8293 
 
 
 
 
 
28 
19 
53 
 
 
 
76 
9 
15 
 
 
9443 
 
 
 
 
 
- 
17 
54 
 
Source: ADB on Africa development report various issues  
 
However it’s very much important to exactly observe the importance of the 
service sector within Kenya’s economy  as it’s has continued to be 
establishing factor in Kenya’s balance of payment position of which is so in 
the travel and communication service as shown below:- 
 
Table 26 
 Showing trade in service in 1997 US & Million  
 
 
Types of services Services 
export 
Services 
import 
Transport 
Travel 
Communication 
Insurance 
Royalties and license fee 
Other business 
Construction 
Computer and information 
total 
334 
385 
24 
15 
4 
2 
- 
- 
764 
366 
194 
6 
86 
37 
37 
- 
2 
731 
 
 Source: world Bank 1983 
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In 1999 Republic of Kenya analyzed that tourism industry is the main 
source of the country’s foreign exchange, hence it has by passed coffee and 
tea industry even though since 1994 when tourism reached KE1, 405 
million it has been dropping at an annual average rate of 7.5% to reach KE 
875 Million in the year 1998. 
Financial services even though the Kenya’s financial sector has remained 
liberal and competitive in 1999 the analysis conducted by the republic of 
Kenya 1999 (b) concluded that for the foreign investors to state a new 
bank must be having Kshs. 15,000Million as the minimum paid up 
capital. However the country’s commercial banks have established wide 
regional as well as international   links with other banks hence facilitating 
considerate trade in financial services.  
 
1.25 Transport service  
 
In November 2000 Moses M. Ikiara in his survey analysis concluded that 
Kenya’s transport service comprises  for roads, railways, maritime, 
pipeline and air transport, however  Kenya’s maritime  is the second 
leading nation of maritime facilities in the Indian ocean.  
 
Table 27 
The following table shows the freight handled in Mombasa port (600 
tonnes) 
 
 1980 1985 1990 1995 1998 
Loaded dry 
cargo 
Balk liquids 
 
Total 
 
Landed dry 
cargo 
Balk liquid 
 
Total 
 
Total fright 
handled 
 
1438 
598 
 
2036 
 
 
2003 
3467 
 
5470 
 
 
7506 
 
1482 
396 
 
1878 
 
 
2256 
2181 
 
4437 
 
 
6315 
 
1907 
390 
 
2297 
 
 
2193 
2999 
 
5192 
 
 
7473 
 
1752 
181 
 
1933 
 
 
3397 
2643 
 
6040 
 
 
7973 
 
1755 
162 
 
1917 
 
 
4242 
2400 
 
6642 
 
 
8559 
 
Source: Republic of Kenya Economic survey various issues  
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The table below shows the structure of Kenya’s transport sector  
Types 
of 
transpor
t 
services 
1975   1980  1985  1990  1995  1998 
 output % output % output % Output % output % output % 
Road 
transport 
Railway 
Water 
Air 
Service 
Pipeline 
total 
 
35.8 
25.4 
34.4 
39.9 
10.9 
- 
146.5 
 
24 
17 
23 
27 
27 
- 
999 
 
92.3 
32.9 
62.7 
41.6 
31.2 
18.6 
279.3 
 
33.1 
11.8 
22.5 
14.9 
11.2 
6.7 
100 
 
248.8 
57.7 
89.2 
86.2 
45.2 
23.4 
55.1 
 
45.1 
10.5 
16.2 
15.8 
8.2 
4.2 
100 
 
476.9 
94.5 
134.5 
268.2 
72.7 
31.1 
1077 
 
44.3 
8.8 
12.5 
24.9 
6.7 
2.9 
100.1 
 
810.7 
225.0 
372.3 
471.1 
153.8 
197.8 
1230 
 
36.3 
10.1 
16.1 
4.1 
6.9 
8.9 
100.0 
 
870.7 
187.4 
408.6 
650.5 
186.7 
278.0 
2581 
 
33.7 
7.3 
15.8 
25.2 
7.2 
10.8 
100.0 
 
 
Output is measured in Million of Kenya pounds  
The percentage figures refer to the share of each transport service in the 
total transport sector, output.  
Source; Republic of Kenya economic survey and various issues.  
 
1.26 Banking Act in Kenya and the role of CBK and other financial 
institutions for industrial development  
 
  
Act 2(1) the Kenya banking act section 7(4) defines a bank as a company 
which caries business in Kenya and includes the co-operative bank of 
Kenya. Banking business means: 
a) The accepting from members of the public of money on deposit 
repayable on demand or at the expiry of a fixed period or after 
notice  
b) The accepting from members  of the public  of money on 
current account and payment on and acceptance of cheque 
and  
c) The employing of money held on deposit or current account or 
any part of the money by lending, investment or in any other 
manner for the account and at the risk of the person so 
employing the money  “ the central bank means the central 
bank of Kenya established by the central bank of Kenya Act” 
licensing of institutions: Sec 4(1) of the banking act provides that every 
institution  intending  to transact  banking business, financial  business 
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or the business of mortgage finance company in Kenya shall before 
commencing that business apply in writing to the  minister through the 
central bank  for  a license, (ii) the central bank shall examine every 
application made under subsection(ii) and shall forward  the application  
together with it’s recommendation there on to the minister, prohibited 
business sec. 2 provides that any person or permit to be out standing any 
advance credit facilities or give any financial guarantee or incur any other 
liabilities on behalf of any  person  so that the total  value of the advances 
credit  facilities financial  provided that the central bank of Kenya may 
with the written approval of the minister authorized a mortgage finance  
company to permit the total value of the advances, credit facilities, 
financial guarantee or other liabilities in respect of any such person at any 
time to exceed 25% of the core capital. 
Reserves and dividends sec. 18 provides that the central bank may 
prescribe the minimum ratio which shall be maintained by institutions as 
between their core capital and total capital on one hand and their 
determined assets and off balance sheet items on the determined the 
method of classifying and evaluating assets. 
Accounts and  audit sec. 21(2) provides that the central bank of Kenya 
may at any time issue direction to an institution requiring it to maintain  
such book, records  or information then already maintained by it as the 
central bank may consider to be necessary. 
Information and reporting requirement sec 28(1) provides that the CB may 
require any institution to furnish to it at such time and such manner as it 
may direct such information as the central bank may reasonably require 
for the proper discharge of its functions under the Act. 
Inspection and control  of institutions sec 32 (1) provides that the  central 
bank may at any time  and from time  to time  shall if so directed by the 
minister cause an inspection to be made by any person authorized by it in 
writing of any institution and of it’s book, account and records. 
Deposit portion fund; Sec 36(2) provides that there is hereby established 
body corporate to be known as the deposit protection fund board. Impact 
of multinational banks on the quantity and the quality of credit supply in 
Kenya, partirc Bond, Noa CC and ILdiko ekes (2003) have indicated the 
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impact of foreign financial   market in Kenya, though Kenya had a 
historically large presence of MNB, stemming from it’s colonial days hence 
the credit market presence of MNB’s though declined during continued 
financial fragility and role again towards the end of 1990’s. Equally with 
respect to financial fragility continued to thrive in the presence of MNB’s 
Kenya. Finally in the case study of Kenya seem to lack adequate financing 
for abroad range of sectors East African Development bank (EADB) (2003) 
analyzed that the bank’s portfolio in Kenya at the beginning of the year 
constituted of 26 projects in long/medium term investment existed the 
portfolio though pre-pay, net and in a leasing. During the period projects 
were added to the portfolio of which six were long/medium term and one 
each short term /working capital asset leasing and equity investment 
hence at the end of the year the portfolio consisted of 45 projects 
according to the analysis of the African development bank (ADB 2004) the 
bank is focusing of the selected sector for the economic growth (industrial 
development so that to improve the welfare f the poor. 
UNCTAD (2005) indicted that Kenya has a long history of economic 
leadership in East Africa as one of the largest and most advanced 
economies in the region. it consisted efforts at structural reforms and poor 
policies over the past couple of decades while in Kenya was a prime choice 
for foreign investors seeking to establish a presence in eastern and 
southern Africa in 1960’s and 1970, poor economic policies or inconsistent 
efforts at structural reforms rising problems of corruption and governance 
and deterioration of public service have discouraged FDI since 1980’s.  
 
Chantal B and Isaac K (2003) in their study on evaluation of DFID support 
to trade related capacity building; case study of Kenya after  examining 
some projects concluded that it support the improvement of business and 
investment climate in Kenya so that to enhance domestic capacity export 
production, over the same James K.N (2002)  also analyzed that DFID 
involved  a wide range of activities designed to promote  rural livelihoods 
and income of agricultural research, community empowerment in  to local 
agricultural development decentralized  animal health service 
development, micro finance incentives and business service development 
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in 2004 IFAD concluded that the government of Kenya will  ensure that 
the ministry of planning and national development should maintain at a 
commercial bank agreed by the government of Kenya and (IFDA) an 
account denominated in Kenya shillings for project operation.  
 
2004 World Bank analyzed that the IFC has made a repeated investment 
in Kenya in Magadi soda for a successful supplier of soda ash which is 
used mainly for glass manufacturing in other emerging markets, its 
helping fund   mainly in expansion that will upgrade product quality, raise 
environmental standard and enlarge capacity. Mick F.C. (2003) analyzed 
that current level of Aid to Kenya are considerably below the regional 
average and declined dramatically in 1990s of which has caused economic 
problem. John Williamson, Stephan G and Ricardo G in there  analysis on 
liberalization of capital movement, the main trend in the use of capital 
controls and whether there is still role for controls which  can manage the 
present condition of relatively free market. 
In 1984 the central bank of Kenya and IFC recommended the formation of 
capital market authority (CMA) as specialized regulatory agency. In 1989 
the bill was passed to law and it received presidential assert on 12.15. 
1989 as a capital market Act (AP 485 A) George kegoro (2003) analyzed 
that the existing anti-money Laundering arrangement existing as part of 
the regulatory frame work in the financial sector .the central bank of 
Kenya (CBK) which is the key in the regulatory arrangement has been 
given a central role in detecting and reporting money laundering. The 
central bank of Kenya is required by the central bank of Kenya Act to 
formulate and implement monetary policy aimed at achieving and 
maintaining in general level of prices. 
 
1.27 Central bank of Kenya evolution, responsibilities and 
organization 
 
The central bank of Kenya commenced its operation on 14th September 
1966. Since its establishments, it has carried out its policy mainly in the 
areas of the nation centre for collection of data and even other general 
information according to the CBK 2004 the central bank of Kenya has over 
the same distributed sound information on its nature of policies and even 
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the activities all through its annual reports as well as quarterly economic 
review and even its staff papers over the same. The evolution of the central 
bank has exactly called for the exact improvement in public understanding 
mostly its objectives, functions and even more so the area of the operation 
of the Bank and also the system in which they have exactly been carried 
out over the last economic periods. Equally CBK’s annual report indicated 
that, since the time the bank was created, various structure which are 
comprehensive in nature mostly the financial organization has been 
launched as well as continues development has been experienced of which 
has accelerated the nature of economic growth and development in Kenya 
accordingly the central bank of Kenya  does for the sense of industrial 
development,  economic growth and development and at the same time 
why the central bank of Kenya is  taking the said role. The central bank of 
Kenya (CBK1996) indicated that the Kenya’s nature of economic 
experience prior to independence was not exactly dissilar to that of other 
colonial embargo, however in the case of Kenya’s economic growth 
production activities were rather exactly based mainly on Agriculture bias 
in nature comparatively with the main choice of specific commodities 
exactly dictated by local conditions as well as the demand of the colonizing 
masters. Equally accordingly the infrastructural and human development, 
the nature of providing advice and specialized financial to business and 
even individuals, and  mainly through mobilizing savings and directing 
these specifically to profitable investment areas, growth in the number of 
institutions are the main areas of concern. 
However, infrastructural and human development as it was indicated in 
the central bank’s annual report in 1996 that it was generally given little 
more than it was required to attain the objectives of producing these 
commodities as well as market them out side world mostly developed 
markets. 
 Terrell (1979) khoury (1979) Guillen and Tschoegl (1999) and the central 
bank of Kenya (CBK 2004) indicated that the nature of development of 
financial markets in the developing economy is the most influencing factor 
for the industrial development the central bank of Kenya (CBK 2004) 
analyzed that the development of the financial sector of Kenya has the 
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development of the financial sector of Kenya has been exactly marketed. 
Khoury (1979) also indicated that the financial system plays an important 
key role in the development process mainly through facilitating the 
efficient conduct as well as economic transaction, mainly through 
providing sound advice and even exact specialized financial services 
mostly to business and even those individual and also encouraging 
mobilization of savings as well as directing the same to sound profitable 
investment sector of the economy. Sabi (1994), the main real economic 
sector encouraging industrial development are the size of the market. 
However in Kenya there is a need for exactly active primary and private 
debt securities and also for equity securities hence the central bank of 
Kenya and the government have taken into consideration on facilitating 
market development and a number of changes both regulatory and 
institutional. 
The government’s sessional paper No.1 of 1996 has indicated that largest 
growth and development has occurred in government sector mainly the 
health and education systems. The central bank has made efforts to 
remove the constraint on growth in economic mainly balance of payments 
which has been showing awakening trend mainly due to deteriorating 
terms of trade and stagnating export volumes, Fieleke (1977), Goldberg 
and Sounder (1981), Heinkel and levi (1992). The main role of the central 
bank of Kenya has been  evolved considerably over the last many years,  
central bank of Kenya (CBK 2004) Guillen and Tschoegl (1999) Hultman 
and MC Gee (1989) have indicated that  the objective of the central bank 
are to maintain the external and internal value of the currency and 
maintain stability in the financial system. Heinkel and Levi (1992) ,the 
central bank of Kenya’ annual report (1996) have indicated  technique to 
implement monetary policy and even the exact increasing  complexity 
including achieving satisfactory monitoring and supervision of the 
financial institutions as it is indicted in ACT 32 (1 )of the banking system 
in Kenya  so that to ensure their stability. 
Central bank of Kenya annual report (CBK 2004) indicated that the bank 
according to its history has relied on the direct controls so that to 
influence the nature of the financial institutions in Kenya. Hultman and 
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McGee (1989), Terrell (1979),  Guillen and Tschoegl (1999) and the central 
bank of Kenyan (CBK 2003) have indicated that the most important 
controls have mostly been “price” controls and more particularly the 
nature of the exchange rate and maximum/minimum interest rate. The 
central bank of Kenya (1996) and the World Bank (1999) have indicated 
that Kenya used to enjoy satisfactory economic performance, the real 
growth rate was averaged 5.0% substantially higher than 2.2% average for 
African developing economies. The population in Kenya rose at an annual 
average rate of 3.9% and the consumer price at an average rate of 10.1% 
while the central bank’s annual report (CBK 1997) equally indicated that 
as per the percentage of GDP fluctuated in between 18 to 30 percent. 
While on the other side savings as a percentage of GDP comparatively 
remained stable at an average of 18.9%, but at the present economic 
survey report of 2005 analyzed that saving as percentage of GDP has been 
decreasing in nature.Goldbery and Saunders (1981) indicated that the 
external from, the current account deficit of the balance of payments of 
which 6.5% of GDP comparatively varying with movement in both the 
volume and terms of trade. Central bank of Kenya (CBK 1987) also 
indicated that the nature of money supply grew at an average annual rate 
of 16 % between 1970 and 1985 but since the year 2000 and 2005 it 
indicated that the rate has been declining over the same. 
 
1.28 The objectives and function of the central bank of Kenya 
 
The main objective and functions of the central bank of Kenya are exactly 
out lined in the central bank of Kenya Act of 1966. Comparatively the Act 
equally prescribes that the main objective of the bank shall be to ; regulate 
the issue of notes and coins, to assist in the development and 
maintenance  of sound monetary credit and banking system. However 
some of the specific function of the central bank of Kenya are; provision of 
banking services to the government and commercial banks including the 
issue of the currency, service rendered to the government as fiscal agent- 
advances, and rediscounting of bills; external financing services rendered 
by the central bank like- Administration of exchange controls, carrying out 
transactions with international monetary institutions, and managing 
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exchange   rate of Kenyan shilling; supervision of commercial banks and 
non-banking financial institutions and finally the management of the 
Kenyan economy.  
 However the central banking Act of Kenya describes fully the operation of 
the central bank of Kenya in foreign exchange and exchange controls 
operations of which are main activities designed mainly to enable the 
central bank to conduct its responsibility of maintaining adequate level of 
external assets, administering laws relating to controls on imports, foreign 
exchange transaction and administering payments agreement between the   
Kenya and other countries. the forward foreign exchange market in Kenya 
commenced in 1967 as indicated by the central bank of Kenya (CBK 1986) 
in addition to the above  the central bank of Kenya also maintain accounts 
of international institutions like the international monetary fund the world 
bank group, the European Economic community Development fund and 
others. Also the Banking Act of the central bank of Kenya provides that the 
supervisory powers conferred on the  central bank of Kenya are contained 
in the central banking  Act of which come into effective in 1969 of which 
replaced the banking Act of 1956. However the  financial sector in Kenya is 
guided by five principal Acts of parliament, the company Act, the hire 
purchase Act, the building societies Act, the banking Act and the central 
bank of Kenya Act. 
 
1.29 Banking legislation, 
 
The banking ordinance 1910 was the first legislation enacted in Kenya to 
regulate activities of banks which existed during that time. The banking 
ordinance, 1956 after 1910, the banking industry expanded slowly, but 
steadily, the central bank of Kenya (CBK 1986) indicated that by 1958, 
there were 9 banks and 3 non-banking financial institutions, in 1916 the 
national Bank of South Africa, started its operation. In 1926 it was 
amalgamated to form Barclays Bank (DOC) Nederlandsche Handel-
maatschappij (now ABN) in 1951, bank of India and bank of Baroda in 
1953, Habib bank (overseas) ltd in 1956, and ottoman bank and the 
commercial bank of Africa in 1958. The earliest non-bank financial 
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institutions to be established were the Diamond Trust Company in 1946, 
Credit financial corporation 1955 and national industrial credit in 1958, 
saving and loan (Kenya) was launched in 1949 to conduct the business of 
mortgage lending. East African building society in 1958, in addition to the 
above the economic survey 1987 indicated that since the year 1981 the 
Kenyan banking sector grew very rapidly as given in the following table; 
Table 28 
 Showing financial sector development since 1981-1996 
  
Year MNFIs Commercial 
banks 
1981 
1984 
1985 
1986 
1988 
1990 
1993 
1994 
1995 
1996 
23 
40 
48 
52 
54 
52 
51 
48 
39 
19 
16 
22 
24 
23 
24 
26 
33 
36 
41 
50 
 
 
Sources; economic survey 1979, Ndungu and Ngugi 1998, 
 
 
Due to financial crisis the central bank of Kenya increased the minimum 
requirement for operating banks in Kenya in 1999(CBK 2001) to Kshs 
500mn comparatively of which under some revision it was reduced to 
minimum of Kshs 300mn during the budget of 2001-2002 as shown in the 
table below; 
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Table 29  
 Showing minimum capital requirements 
 
Institutions 1980 1982 1985 1994 1997 1999 2000 
Banks incorporated in 
Kenya 
 
Banks incorporated outside 
Kenya 
 
NBFI incorporated in 
Kenya  
 
MNFIS incorporated 
outside Kenya 
 
Mortgage incorporated in 
Kenya 
 
Mortgage incorporated 
outside Kenya 
 
5 
 
 
50 
 
1 
 
 
 
5 
 
 
1 
 
 
5 
 
10 
 
 
100 
 
1 
 
 
 
5 
 
 
1 
 
 
5 
 
15 
 
 
150 
 
7.5 
 
 
 
7.5 
 
 
7.5 
 
 
7.5 
 
75 
 
 
200 
 
37.5 
 
 
 
150 
 
 
37.5 
 
 
100 
 
200 
 
 
200 
 
150 
 
 
 
150 
 
 
200 
 
 
500 
 
500 
 
 
500 
 
500 
 
 
 
500 
 
 
500 
 
 
500 
 
300 
 
 
300 
 
300 
 
 
 
300 
 
 
300 
 
 
300 
 
Sources; central bank of Kenya supervision annual report 1980-2001 
 
Note; All figures in Kshs Mn. 
 
Ndungu and Ngugi in 1998 analyzed that the main reason for failure of 
Kenya financial system since 1994-1997 was the provision of non-
performing loans, unsecured advances to the insiders, undercapitalization, 
credit concentration, persistent violation of banking Act, heavy reliance on 
parastatals deposits, mismatch of Assets, liquidity problems, poor Assets 
quality, over reliance on high cost of fund interference by directors and 
shareholders. 
The Kenyan economy’s characteristics that seem to determine 
multinational banks  and domestic commercial banks credit supply for 
industrial development are ; real economic factors, financial markets 
factor external factors. 
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1.30 Conclusion 
 
The international bank for reconstruction and development (1998), The 
World Bank on its report on Kenya’s growth and structural change issues 
in Kenyan agricultural development: volume II annex II page 313; analyzed 
that; in the twenty remaining years of last century, the population and 
labor force of Kenya will double. Equally most of the good agricultural land 
in the country is already being farmed. However, accordingly, such kind of 
combination of rapid population growth, in the light of a limited supply of 
good agricultural land is the main problem of Kenyan development. 
Actually the above said will generally affect all development strategy 
mostly particularly much difficult for industrial and agricultural sectors: 
How can Kenya exactly obtain the increase in agricultural production 
needed to feed   a growing population and at the same time to provide the 
surplus production for the local industry as well as export? How can the 
nature of the rapidly growing rural labor force be absorbed productively? 
How can equitable access to land and other resources are ensured 
sustainably? How can the ecological deterioration be avoided? The most 
excellent as well as recent survey of Kenyan agricultural development 
issue as was studied by Heyer, maitha and senga in (1976) of which 
indicted the long term problems and the role of agriculture study is 
focusing on Kenyan development  strategy with the main stress on; small 
holdings development in high potential  areas offer the most promising  
prospect for increasing production, labor absorption and equity, Great 
efforts should be made to increase the production and prevent ecological 
damage in the semi-arid areas, urban development is closely linked to 
Agricultural development, by which urban sector helps supplement farm 
income, helps finance Agricultural innovation and  will ultimately have to 
take over as the main source of employment for new labor force, the same 
above has been equally analyzed by    ILO report (ILO, 1972).  
ILO (1972) analyzed that Kenya’s equatorial location and the high altitude 
of some parts of the country provides it with some excellent Agricultural 
land, but the amount of such land is strictly limited of the total land area 
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of 569000 square kilometers “only about 7% can be described as good 
Agricultural land in the sense that has adequate and reliable rainfall and 
good soil and is not steeply sloping” in addition to the above, 4.4% is 
arable but is subjected to periodic drought. Most of the lest of the land is 
suited only to livestock and even for this purpose potentially is very low 
with up to 60% of the total land area described as semi-desert. However, 
as it was analyzed by Pratt and Gwynne (1977) as indicated in the table 
below shows the vast rage of the main ecological zone under subsistence 
pastoralism. Finally there must be sustainable credit supply to industrial 
sector. 
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Chapter – 2: Research Design 
2.1 Introduction : 
Central Bank of Kenyan and Commercial Banks of Kenya plays a great role 
in the growth and development of a country as it provide credit facilities to the 
priority sector for the industrial development. In Kenya un-employed labor is 
always growing in number. The present emerging sense of globalization as well as 
privatization and liberalization has influenced the standard of living of the Kenya 
people. 
The Central Bank of Kenya is encouraging other banking financial 
institutions as well as non-banking financial institutions in distributing its credit 
supply to the economy. 
2.2 REVIEW OF LITERATURE 
Large volumes of literature are available mainly in the Area of banking 
industry and other non-banking financial institutions. However brief reviews of 
literature are discussed below and a large part of it is being discussed in detail in 
various chapters of the problem. ILO (1972) analyzed that Kenya’s equatorial 
location and the high altitude of some parts of the country provides it 
with some excellent Agricultural land, but the amount of such land is 
strictly limited.  
However as it has been analyzed by the IBRD (1983) the pattern of 
manufacturing growth in Kenya is advancing. According to the analysis of 
the central bank of Kenya’s annual report 2005 indicated that the 
Nairobi lower income group gained the greatest incidence of inflation 
during the period 2005. Real economic factors determining MNBs loans 
are market size (Khoury, 1979, Terrell, 1979, Sabi 1994) and on the 
other side the savings of MNBs (Fieleke, 1977, goldedery and saunde 
1981, Hultman and McGee 1989, khoury 1980, kindleberberery 1983, 
jain 1986 Heinkel and levi 1992 and also Pomerleano and Vojta 2001), 
Weller and Scher (2001). The real economic growth as it has been 
analyzed by Sabi 1988, 1994. Hence the financial market aspects 
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influencing MNBs loans are also underdeveloped banking markets 
(Terrell 1979, khoury 1979, Guillen and Tschoegle, 1999). 
 privatization of the Kenyan local banks as it has been analyzed by 
(simonson 2001, lardy 2002) greater earnings for multinational banks as it 
has been indicated by Mahajan et al (1996), the presence of the other 
multinational banks as it has been analyzed by Terrell 1979, Ball  AND 
Tschoegl, (1982).However, the demand for multinational banks (MNBs) 
products as it has been analyzed by (Cho, 1990) The nature of regulatory 
of the environment by the hosting economy as it has been analyzed by 
Albert 1984, Hultman and McGee 1989)and also the nature of eth banking 
earning ratios as it has been equally analyzed by Hultman and McGee 
1989) . Above all the nature of the external economic factors determining 
MNB loans while taking into consideration the current account balances 
as it has also been analyzed by Terrell, 1979, Goldden berg and saunders 
1981, Sabi 1988 and also Weller and Scher 2001) Also the nature of the 
international interest rate differentials as it has been concluded by 
(Khoury 1979) and also the nature of the exchange rate (Goldenberg and 
Saunders, 1981, Hultman and McGee 1989, Weller and Scher 2001). Also 
analysis the other findings is the characteristics of the originating 
economy that equally influence MNB loans are the nature  of the market 
size as it has been analyzed by Terrell 1979) the saturated  home market 
as analyzed Heinkel and Levi 1992). Apart form the above, my research 
study is only focusing on the impact of MNBs on Kenyan issues like (i) the 
nature of credit supply for industrial development and (ii) the nature of 
financial stability for the industrial development. 
 
As far as the credit supply for industrial development , my analysis is only 
focusing on whether  MNBs focus on low risk borrowers(customers) while 
leaving the local banks (domestic banks) with high risk of which will 
influence the capital position of the domestic bank to either credit 
contraction or the wide spread of risk. however as it has been analyzed by 
crystal, Dages and Goldberg 2001) analyzed that taking low risk 
customers is not a problem but on the other hand as it has been analyzed 
by Weller (2000, 2001) indicates that the economic evidence for a broad 
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sample of emerging economies like Kenya that concluded that the lending 
nature of the MNBs lower domestic credit mainly because of only taking 
the low risk customers. SMEs and at the starting up are proved to be more 
credit constrained than they otherwise expected to be. In addition to the 
above, Pomerleano and Vojta (2001) and Simonson (2001) have indicated 
that there has been sound improvement in the stability of the local 
banking sector after foreign entry due to more efficient banking procedure. 
 
2.3 The Problem: 
Central Bank of Kenya and commercial banks plays a great important 
role in the growth of the industrial development in Kenya. Comparatively it 
contributes a great ratio of credits supply for the industrial development in 
Kenya. 
The industrial sector has highly improved in the Kenya industrial 
economy. For the development of Kenyan Industrial Sector,  sound and 
appropriate finance is needed. Due to the said nature of liberalization and 
globalization in Kenya a large number of multination Banks (MNB) have 
opened the business in Kenya of which motivates the supply of credit 
facilities to the priority sector. However, the present analysis have been made 
mainly to investigate the role of Central Bank and Commercial Bank of 
Kenya. 
2.4 Objectives: 
 The main objectives of the study are: 
1. To find out the role of CBK and commercial banks in the industrial 
sector of the country. 
2. To find out how the Central Bank of Kenya is assisting the 
government in financing its operations for the industrial and 
commercial development in Kenya. 
3. To find out how the Central Bank of Kenya is employing the tool of 
open market operation in maintaining price stability in industries and 
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commercial sector for the development of industries and commercial 
sectors of Kenya. 
4. To find out and examine the provisions of banking services of the 
Central Bank of Kenya and Commercial Banks for the development of 
industries and Commercial Sector of Kenya. 
5. To find out the role of Central Bank of Kenya and Commercial Banks 
in promoting foreign exchange operations for the industrial and 
Commercial Development in Kenya. 
2.5 Hypothesis : 
The research study is mainly based on the following hypothesis. 
1 Central Bank of Kenya and Commercial Banks are the only banks 
which can foster the industrial and commercial development of the 
country. 
2 The Central Bank of Kenya is not the only bank which can assist the 
Government of Kenya in financing its operation in the sector of 
industries and commerce for the industrial development in Kenya. 
3 The tool of open market operations in maintaining price stability in the 
economy cannot only be vested by the Central Bank of Kenya. 
2.6 Universe of the study : 
The study consists of the credit supply to the industrial sector of the 
Kenyan Economy. Since the credit supply to the industrial sector differ 
mainly from the source of supply.  However, for the purpose of study I have 
tried to analyze the nature of credit supply to industrial sector. 
2.7 Period of the study and data collection and Data Analysis : 
The research stud is mainly based on secondary data taken from 
various published annual reports. The present study is mainly collected and 
selected from various years since 1963-2005. The collected data were edited, 
classified and even analyzed using statistical tools like t-distribution method. 
Finally tables and graphs has also been used in presentation of the data. 
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2.8 Limitation of the study: 
The study is mainly restricted to Kenyan economy even though some 
comparisons have been made with other Sub-Sahara African countries. Also 
a limited sample of credit supply would be examined and finally the result 
would be generalized. 
2.9 Chapter Plan: 
 Chapter – 1 : An over view of industrial development and banking 
sector in Kenya. 
 Chapter – 2 : Research design. 
 Chapter – 3 : Structure of the Central Bank of Kenya. 
 Chapter – 4 : Financial Institution Supervisions. 
 Chapter – 5 : Financial Sector Assessment (FSA). 
  Chapter – 6 : Monetary Policy of Central Bank of Kenya. 
 Chapter – 7 : Financial Sector reforms in Kenya comparative analysis of 
Sub-Sahara Africa. 
 Chapter – 8 : Tied Aid and industrial development in Kenya. (Case 
study of Sugar Industry). 
 Chapter – 9 : The role of Government Institutions in Kenya’s industrial 
development. (Case study of tourism industry 
development.) 
 Chapter - 10 : An over view of import substitution on industrialization in 
Kenya case study of enterprises development in Kenya. 
(Manufacture sector) 
 Chapter  - 11  : Multinational banks in Kenya. 
 Chapter – 12 : Summary findings and suggestion. 
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CHAPTER 3 
THE STRUCTURE OF THE CENTRAL BANK OF KENYA 
3.0 Organization of the central bank of Kenya 
 The departmental organisation of the central bank of Kenya’s functions 
and operations were being reorganized in all departments of the bank 
mainly to improve as well as sustain the quality of services provided by the 
bank. 
 
3.1 Accounting, Budget and Expenditure central Department  
 
The annual report (2005) indicated that the central bank of Kenya’s 
finance department was reorganized and even called as the “Accounting, 
Budget and Expenditure control Department” of which will mainly 
sustainably focus on expenditure control encourage and ensure efficient, 
sustainable dependent effective system of accountings      as well as sound 
financial   service to the bank and even it’s customers in relation to the 
main objectives of the central bank. 
 
3.2 Banking services and national payments system department  
 
accordingly , the above said sub-department of the central bank of Kenya 
was mainly reorganized with the main aim of targeting sound delivery of  
effective as well as efficiently banking and even related financial  service 
mainly  to the banks clients  comprehensively, in an integrated  as well as 
technologically modern and sound payments and even clearing and 
settlement environment  
 
• Governors office (Advisor to the Governor) 
• Internal auditor  and risk management  
• Estates supplies  & services  
• Information management system  
• Rural finance Development  
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• Human resource and administration  
• Banking services and NPS, External payments & Forex RCs. 
• Accounting Budget and expenditure  control  
• Kenya school of monetary studies  
• Deposit protection fund  
• Policy analysis and research, international  relation and  registration 
corporation  
•  Currency OPS & BA  
• National debts & financial  markets  
• Governors office  
• Financial institutions supervision. 
 
Sources: CBK'S Annual Report 2005 Annex VIII 
 
3.3 Governor’s office  
 
The governors office department was launched with the main objectives  of 
ensuring sound management of a fairs of governor’s  office mainly by 
creating  good legal and even sound sense of administrative stake by 
encouraging accepted service delivery, sound implementation  of Board 
and management  decision  of which involve compliance and handling of 
feedback process and even more so  and in efficiency and professionally 
conducted along the links of  the law mainly for maximum gain of the 
stake  holders, government, customers as well as the staff of the central 
bank of Kenya.  
 
2.4 Internal Audit and risk management department  
 
According to the analysis of the CBK annual report (2005) the internal 
audit and risk management department was equally launched mainly to 
involve the identification as well as assessment and more so the evaluation 
of the risks which are mainly within the operations of the central bank of 
Kenya  
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In addition to the above, it will be very much easy for the management to 
be informed mainly of the accepted and the reorganized preventive 
measures for the internal central system. 
 
3.5 Kenya school of monetary studies  
 
The central bank of Kenya annual report (2005) indicated that the new 
board of directors mainly for the school was created mainly involving the 
stockholders with the main target of placing the school in a good place so 
that to ensure better and even high quality market mainly the areas of 
economic banking, finance, information technology and other areas  
 
3.6 International legislation and regional cooperation department  
 
According to the a central bank of Kenya annual report (2005) the 
international  relations and regional  cooperation  department was created 
and reorganized by the Kenyan  government as well as other East African  
government  mainly with the main objective  of ensuring  clear 
transformation of the East African region into sustainable common market 
for east Africa. The report (2005) of the central bank of Kenya indicated 
that the main functional role of the department is to encourage and 
provide sound support to the bank in performing policy analysis as well as 
ensuring sound formulation of various proposals targeting equal shape of 
trade tariffs and even more so uniform monetary union for the region. 
 
3.7 Rural finance development department  
 
Micro financial institutions have been the main problems in Kenya. 
According to the analysis of the central bank of Kenya annual report 
(2004) indicated that inorder to encourage sustainable micro financial 
institutions in the country it was generally reorganized  as being important 
to motivate the creation of a department which will exactly work on a 
policy as ell as regulatory frame work for the same. Comparatively the 
annual report of the central bank of Kenya (2005) indicated that the 
creation of the above department will encourage the creation of jobs and 
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even more so the nature of wealth creation so that to accelerated the 
required polices of sound economic development in the country.  
 
3.8 Human resource and administrative department  
 
 The annual report of the central bank of Kenya (2005) indicated that the 
human resource and administrative department was created mainly to 
provide sound administrative support and integrations human resource 
services hence the department can sustainably formulate as well as 
implements sound operations  
 
3.9 Policy analysis and research department  
Policy analysis and research department was created with the main 
objective of encouraging sound policy analysis as well as research mainly 
to support the formulation and even the implementation of sustainable 
and accepted monetary policy. 
The main immediately objective for this department is to maintain 
sustainable macroeconomic stability on the nature of inflation. The 
department also collects and even analyses as well as disseminated the 
exact real, financial sectors satisfied date mainly through various 
publications provided by the commercial banks. 
 
3.10 Economic growth in Kenya  
According to the central bank of Kenya annual report (2004) indicated that 
the Kenyan economy grew by 4.3% in the fiscal year 2003/2004 of which 
was estimated to circumvent a growth of 5.0 in the year (2003) CBK’s   
annual report in various sectors as indicated in the table below during the 
year 2004. 
Table 30 
 
Sector % growth 
Hotels and restaurants 
Wholesale and retail trade 
Transport and communication 
Building and construction 
15.1 
  9.5 
  9.7 
  3.5 
 
Sources; Central bank of Kenya 2005 
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As it is indicated that, agriculture sector experienced mixed performance 
in production of which decreased as indicated in the table below, 
 
Table showing production in major crops 
 
Major crops % decline % increase 
Coffee 
Pyrethrum 
Tea 
Cut flowers 
Sugarcane 
13 
  7 
  2 
- 
- 
- 
- 
- 
 14 
   4 
 
 
 
Sources; central bank of Kenya annual report 2005 
 
From the above table indicates that there was an increase in value terms 
mainly in major export crops due to improved prices. Hence comparatively 
the overall agricultural sector grew by 1.4% low from 2.4%. In addition to 
the above the manufacturing sector equally grew by 4.1% as it is 
compared   with 4.9 in the previous period. The main factors which 
discouraged the development of manufacturing sector was lack of enough 
power supply, poor infrastructure and poor length system of clearance 
procedures mainly at the port of Mombasa. 
 However, according to the CBK’s annual report 2005 indicated that 
tourism sector attained sound performance during the fiscal year 
2004/2005 as compared with 6% in the other previous year. The said was 
attained mainly due to improved marketing conditions. 
The banking sector during the year June 2005 was stable mainly due to 
stability in the macroeconomic environment. As it was indicated in the 
CBK’s annual report 2005 that the non-performing loans started 
decreasing of which encouraged sound profitability and strong capital 
adequately ratios in the economy, however, in the year 2004/05 the CBK’s 
monetary policy targeted at maintaining the nature of inflation below 3% 
hence in relation    to the above objectives of the CBK, the growth in 
money supply (M3X) and even reserve money were aimed at 7.5% and 
3.8%. In addition to the above, the private sector credit was expected to 
increase by 8.9% comparatively in relation to the above said monetary 
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policy the M3X growth decreased from 12.9% in the previous year to 11.3% 
in the year 2004/2005. The M3X growth was experienced mainly due to 
the high increase in NFA of which encouraged export earnings as well as 
increased rate of capital inflows and even growth in NDA, in addition to 
the above, credit to the private sector grew by 20.9% above the targeted 
rate of 8.9%. 
Apart from the above, the rate of inflation was constrained mainly to 5.8%. 
The nature of low rate of inflation in the economy was experienced mainly 
due to tight nature of monetary policy of the CBK, however the inflation in 
the economy was experienced mainly due to tight nature of monetary 
policy of the CBK, however the inflation rate grew to 11.9% at the end of 
June 2005 mainly due to the increase of oil price as well as bad weather 
conditions. The nature of interest rate on 91 days treasury bills grew to 
8.5 in June 2005 as compared to the previous year 2004 of which was 
2.01%, the balance of payment generally indicated a surplus of US$ 212 
Million during the physical year 2004/2005 as it was compared against 
the above said, increase was mainly due to high growth in short term 
capital flows as well as good earnings mainly from non-factor services. The 
annual report 2005 indicated that the CBK official reserves increased from 
US$ 188 Million to 1587 Million at the end of June 2005. 
 
3.11 Real GDP growth  
 
The annual report 2005 of the CBK indicated that during the period 2004 
the Kenyan economy grew by 4.3% up from 0.04% during 2000-2003 as 
indicated in the chart below; 
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Chart 1 
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 Sources; Economic survey 2002 
               Economic survey 2003 
               Economic survey 2004 
               Economic survey 2005 
               Central bank of Kenya 2002 
               Central bank of Kenya 2003 
               Central bank of Kenya 2004 
              Central bank of Kenya 2005 
                                   
The favorable fiscal as well as monetary policies pursued by the central 
bank of Kenya encouraged macroeconomic grounds for addtivated 
investment of which motivated sustainable nature of interest rate and even 
sustainable and stable exchange rate in the economy. 
  
3.12 Credit supply to private sectors 
 
According to CBK’s annual report 2005 indicated that credit supply to 
private sector increased by 20.9% up from 12.3% in the year 2004, in 
addition to the above, credit to private sector like manufacturing, 
transport and even communication sectors as an improvement in value 
added in  manufacturing trade and building and construction grew by 
4.1% , 9.5% and 3.5%. However the export sector also performed better as 
well as agriculture and even tea exports increased by 13.2 % and 10.5 %. 
Consumption of inputs and production of goods and services in the 
Kenyan economy improved during the year 2004-2005 agriculture and 
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horticulture exports improved by 4.5% and 13.8%. In addition to the 
above, manufacturing sector improved highly; processed milk, production 
of cement , cigarettes and even beer improved by 17.4%,17.4% and 21.8% 
during the year 204 -2005. 
The central bank of Kenya’s annual report 2005 analyzed that high 
demand for utilities mainly energy services   indicated the sense of high 
growth in the economic activities .Compared with other years, the nature 
of consumption of electricity as well as fuel expanded mainly by 7.0% and 
13.6% during the fiscal year 2004-2005. The main reason which 
encouraged the above was high rate of increase in import of capital goods 
mainly crude materials, transport, machinery as well as chemical products 
of which grew by 32.7%, 13.2% and 36% during the above said period. 
On the other side service sector; tourist arrivals in Kenya mainly by air as 
well as by sea increased by 30.7% as it was compared by 6.0% during the 
fiscal year 2002/2003 and 2003/2004, also in the side of transport related 
activates the cargo handled through the Mombasa port as well as fuel 
cargo of which transported by the Kenya pipeline company grew by 6.2% 
as well as 11.8% during the year 2004/2005. In addition to the above,  the 
passenger mainly though  Jomo Kenyatta international airport  (JKIA) 
grew by 44.4%, however construction sector indicated a great 
improvement by which the cement consumption grew by 11.4%; as it was 
compared with the previous period with 5.2% in the year 2002/2004. 
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 Table 32 
 
Main sector 2004 2002 2003 2004  
Agriculture, forestry and fishing   
Manufacturing 
Wholesale and retail trade Repair 
Hotel and restaurant 
Financial services 
Construction 
Transport storage and comm. 
Government 
Others 
Domestic 
Real estate ranting &business 
Other financial services 
Electrical & water supply 
Mining & quarrying 
Community, social & personal 
services 
Total GDP at basic 2001 prices 
89.40 
Taxes less subsidies on production 
10.6 
Real GDP at 2001 market prices 
100.00 
GDP at market prices 
Overall GDP deflators 
 
Growth rate % 
 
Agriculture, forestry & fishing 
manufacturing 
Wholesale and retail trade repairs 
Hotel& restaurant 
Financial services 
Building and construction 
Transport and communication 
Government 
Others 
Domestic services 
Real estate, renting business 
Other financial services 
Electricity & water supply 
Mining and quarrying 
Community social & personal 
services 
Real GDP growth 
24.20 
9.10 
10.10 
1.10 
3.80 
3.60 
10.30 
14.80 
11.60 
0.40 
5.70 
-0.70 
1.80 
0.50 
3.90 
274,037 
100387 
91391 
41,355 
31002 
105442 
135937 
125,402 
3780 
60452 
-10665 
23848 
5002 
42985  
 
 
917367 
 
112611 
 
1029978 
1038764 
100.85 
 
 
 
 
0.1 
0.6 
 
-2.3 
4.7 
-1.8 
-2.6 
6.8 
0.0 
1.4 
2.0 
3.0 
-9.4 
21.3 
1.8 
2.7 
0.4 
280,726 
105,284 
92,454 
9,894 
42,060 
31,528 
110,629 
141,032 
130,813 
3,855 
6,1864 
-10,315 
27,359 
5,147 
42,903 
 
944,425 
 
114,045 
 
1058,470 
1141,780 
107.87 
6.96 
 
 
 
2.4 
4.9 
 
1.2 
20.3 
1.7 
1.7 
4.9 
2.6 
4.3 
2.0 
2.3 
-3.3 
14.7 
2.9 
-0.2 
2.8 
284,670 
109,571 
101,218 
11391 
42674 
32619 
121338 
143020 
134164 
3932 
63516 
-10801 
27943 
5267 
44307 
 
980663 
 
123693 
 
1109356 
1273716 
115.34 
6.92 
 
 
 
1.4 
4.1 
 
9.5 
15.1 
1.5 
3.5 
9.7 
1.8 
2.6 
2.0 
2.7 
4.7 
2.1 
2.3 
3.3 
4.2 
 
 
 
 
Sources; Central bureau of statistics 2005 
              Central bank of Kenya 2005 
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3.13 Agriculture sector development  
 
The annual report of CBK 2005 indicated that there was average growth in 
the production of main cash crops in the fiscal year 2004/2005. The 
production of tea declined by 1.8% to 321,440 tonnes mainly from 
327,281 tonnes in the fiscal year 2003/2004 as indicated in the table 
given below. Apart from the poor performance of tea production mainly in 
the east rift valley, other sectors maintained   sound production as above 
300,000 tonnes during the Fiscal year 2003/2004. The main factors which 
contributed to poor performance of tea production were mainly due to hot 
as well as dry weather. 
In addition to the above coffee deliveries performed poorly mainly by 12.6% 
to 51.387 tonnes in the fiscal year 2004/2005 from 58,795 tonnes in the 
fiscal year 2003 /2004 .Equally the prices of coffee increased to US $ 
2,108 per tonne from 14.54 per tonne during the same period. 
In the case of sugar  production , the  deliveries of sugar  cane grew  by 
4.5% to  4,751,432 tonnes in the fiscal year 2003,/2004; besides that, 
there was poor  performance in processed  sugar output mainly by 0.4% to 
507,306 tonnes  from 509,245 tonnes in the fiscal year 2003/2004.Also 
sales sugar declined by 5.2% to 487,856 tonnes from 514,742 tonnes . The 
main problem faced sugar production was liability to maintain stability in 
imports mainly from efficient producers; hence it costs an average of Kshs. 
20,000.00 to produce a tonne of sugar in the sub-Sahara region countries 
as compared with Kshs. 22,000 for the Kenyan companies. 
In the year 2005 CBK’s annual report analyzed that pyrethrum production 
declined by 7.3% to 3,946 tonnes from 4,255 tonnes during the fiscal year 
2003/2004 of which equally discouraged the export earning of the crop to 
US Dollar 14.8 Million from US Dollar 14.9 Million during the year 
2003/2004. 
However, in addition to the above analysis, daily production; milk 
deliveries improved by 17.4% to 281,336 Million litres during the fiscal 
year mainly from 239,705 Million litres.  The main reason  being sound  
favorable weather condition for daily production and even more so improve 
regulatory support  as well as  the encouragement for the  revival of the 
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Kenya  cooperative creameries  and also improved the demand for Kenya’s  
dairy  products. In the year  2005, annual  report  of the central bank  
indicated that  under the 10 years strategy for revitalizing Agriculture 
(SRA), the  Kenyan government  was planning  to transform  Agricultural 
activities  into more improved  as well as profitable sector beyond the 
national boundaries, various measure in relation to the above, have been 
introduced by the Kenyan government of which involved boosting of Kshs 
1.5 bn to the agricultural financial corporation, mainly to assist those 
farmers who are interested in borrowing, various Kenyan government like 
Kenya farmers Association (KFA);  the Kenya meat commission (KMC) as 
well as the Kenya cooperative creameries (KCC). 
 
 
Table 33 
Output growth in key crops (%) 
 
products June 
2001/02 
June2002/
03 
June 
2003/04 
June 
2004/05 
Tea 
Output (mt) 
Output  % 
Horticulture 
Output (mt) 
Output  % 
Coffee  
Output (mt) 
Output  % 
Sugarcane 
Output (mt) 
Output  % 
pyrethrum 
Output (mt) 
Output  % 
 
282,952 
0.14 
 
105,009 
4.10 
 
49,532 
-36.25 
 
3933,147 
-3.78 
 
3,808 
-38.90 
 
280,136 
-1.60 
 
137,601 
31.64 
 
56245 
13.55 
 
4163,415 
5.85 
 
3758 
-1.31 
 
327281 
16.83 
 
145005 
5.38 
 
58,795 
4.53 
 
454888 
9.26 
 
4255 
13.24 
 
321440 
-1.78 
 
164,993 
13.78 
 
51387 
-12.60 
 
4751432 
4.45 
 
3946 
-7.26 
 
 
Sources 
Central bureau of statistic 2004, sisal, sugar board annual report 2005 
and pyrethrum board of Kenya annual report 2005. 
 
3.14 Manufacturing sector development 
 The manufacturing industry in Kenya has been the most significant 
industry in the Kenyan economy. According to CBK (2005) on 
manufacturing sector, the sector has been growing during the fiscal year 
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2004/2005 of which has bee supported by high demand for some of the 
inputs mainly energy fuel machinery as well as chemical products. 
 Comparatively, the consumption of electricity as well as fuel oils 
circumvented the largest part of which is highly consumed mainly by the 
manufacturing sector, increased by 7.0% and 13.6%. In addition to the 
above, the import of main intermediate inputs more so crude oil, transport 
machinery as well as chemical products increased mainly by 29.5%, 
32.9% and 28.7% during   the year 2005. Equally, the output of cigarettes 
improved by; 17.0 to 10,052,423 miles from 8,590,015 miles during the 
year 2003/2004  it was indicated by the central bank of Kenya (CBK 2005)  
the production of bear grew by 21.8% to 257,123,727 litres from 
211,037,913 litres during the same period of analysis. 
 The Kenya revenue authority (2005), the production of soda improved by 
a percentage of 0.6 to 357521 tonnes from 355540 tonnes during the year 
2003/2004. 
The Kenyan daily board (2005), the production of processed milk improved 
by 17.4%. 
The CBS (2003) indicated that production of cement as well as its nature 
of consumption grew by 17.4% and 11.4% to 1,985,996 tonnes and 
1,464,870 tonnes from 1,691,483 tonnes and 1,315,415 tonnes.  
During the year 2005 in its annual report the, the sugar board of Kenya 
indicated that the nature of production of sugar in the economy declined 
by 0.4%. Inorder to encourage the industrial development in Kenya, the 
Kenyan government as it was indicated by the Kenya revenue authority 
report (2005) introduced tax incentives during the fiscal year 2003/2004 
and 2004/2005 of which involved, duty waivers mainly on capital goods, 
plant and machinery and at the same time increases investment  
allowance from 60.5 to 100%. However, it has been accepted that the 
manufacturing sector in Kenya has been highly discouraging mainly by 
the increased nature of costs of operations due to the poor nature of 
infrastructure, increased cost of energy poor system of clearing at the port 
and even poor railway services in the economy.                           
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Table 34 Production of selected manufacturers 
 
Product  June 
2001/2002
June 
2002/2003
June 
2003/2004 
 June 
2004/2005 
Processed sugar 
Output (mt) 
Output % 
Cement 
production 
Output (mt) 
Output % 
Soda ash 
Output (mt) 
Output % 
Milk 
Output (mt) 
Output % 
Beer 
Output (mt) 
Output % 
Cigarettes 
Output (mt) 
Output % 
 
420855 
25.79 
 
 
1396927 
7.65 
 
300870 
12.10 
 
139978 
30.10 
 
187619 
-3.67 
 
5979551 
0.06 
 
450043 
6.94 
 
 
1639336 
17.35 
 
332,330 
10.46 
 
178,718 
27.68 
 
192992 
2.86 
 
7138180 
19.38 
 
509245 
13.15 
 
 
1671483 
3.18 
 
355540 
6.98 
 
239,706 
34.12 
 
211.038 
9.35 
 
8590015 
20.34 
 
507306 
-0.38 
 
 
1985996 
17.41 
 
357521 
0.56 
 
281336 
17.37 
 
257,124 
21.84 
 
0052423 
17.02 
 
 
                    Sources; 
                                Central bureau of statistics 2005 
                                 Sugar board of Kenya2005 
                                Kenya creamily corporation 2005 
                                Kenya revenue authority 2005 
 
 
 3.15 Energy sector development 
 
  The Kenya power and lighting company (2005) indicated that the 
domestic supply of electricity in Kenya maintained its supply mainly by 
expanding by an average rate of 7.9% per year during the year 2003/2004 
and the fiscal year 2004/2005. 
Comparatively the total electricity generation during the fiscal year 
2004/2005 improved by 5,246 Mn kilowatt Hours (KWH) from 4864 Mn 
(KWH) in the fiscal year 2003/2004. Hence the main reason for such 
sound growth in the generation of the electricity in the economy was 
mainly due to good supply water to the generating hydroelectric dams as 
well as improved system of exploitation of the other alternative source of 
power in the economy. 
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The Kenya hydroelectric power is the main source of energy supply in the 
economy of which holds 54.35% of the total electricity supply as compared 
to the geothermal and thermal of which also accounts for an improvement 
to 19.3% and 25.9% during the year 2004/2005. According to the Kenyan 
economy while also geothermal and thermal sources accounted fro 16.2% 
and 16.8%.  
As it has been analyzed by the CBK’s annually report that the increase of 
7.9% in the electricity generation in the country over the last financial 
years grew, that the growth in the nature of consumption of which was 
analyzed increased by 2.6% during the fiscal year 2003/2004 and 
2004/2005. Hence the above indicated that the import of electricity from 
Uganda declined by 42.2% to 99 million KWLH during the same period. 
In the year 2005 the ministry of energy’s annual report on energy 
consumption in the country indicated that, since the down of the 2004 the 
energy sector has been facing the problem of rapid increases of crude oil 
prices. Hence the exact average price of Murban Adhoc crude oil from 
Saudi Arabia grew from US $ 35.95 per barrel in June 2004 to US $ 55.5 
per barrel in June 2005. 
Percentages share of electricity sources % share 2003- 2004 
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Sources; Kenya power and lighting co 2005 
 
 
 
2.16 Construction sector development 
 
In the year 2005 the CSB indicated that Building and Construction 
activities grew during the Fiscal year 2004/2005. Hence the cement being 
major input in construction, its consumption grew mainly by 11.4% to 
1,464,870 tonnes from 1,315,415 tonnes during the previous year. 
Road construction in Kenya is the main part that consumes a large part of 
cement of which the construction activities increased during the year. 
As it was indicated by the Roads department of the ministry of public 
works in the year 2005 it had more than 59 projects Funded by the Roads 
Maintenance Levy Fund in 2004, of which in accordance with that more 
than 36 of them were on under way. 
In addition to the above, more that 275 Kilometers of roads were graveled 
as well as more than 91 kilometer of bitumen roads were rehabilitated of 
which including the reconstruction of various pavement and even more so 
98 kilometers of bitumen roads were resealed. Equally the roads 
Department of the Ministry of Public Works in the year indicated that 
8910 Kilometers of roads was graded while on the other side, 9559 
Kilometers of roads were under maintenance. 
According to the above evidences, the construction sector is exactly 
expected to grow more and more as the roads construction in Kenya is 
poorly developed. The above said nature of rehabilitation as well as the 
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construction of various roads in the economy will equally improve the 
country’s nature of  infrastructure hence will also be encouraged  by the 
nature of the budget allocation for roads  mainly during the coming fiscal 
year 2005/2006 as well as 2006/2007. However the Kenya government   is 
encouraged to launch roads 2000programe to motivate the participation of 
the local people mainly in various districts in the country. The said 
programme will aim at improving the nature of road network by utilizing 
the immediate available local resources as well as labor based method so 
that to improve road gravel inorder to encourage rural development. 
 
 
3.17 Transport development  
 
Kenya ports authority as well as railways and Kenya pipeline’s annual 
reports of 2001/2002, 2002/2003, 2003/2004 and 2004/2005 indicated 
that various reforms in public transport sub-sector mainly the provision of 
transport services have been improving at the highest rate. 
The annual report of the CBK 2005 indicated that the reforms which have 
been motivated in the public transport sector have exactly encouraged as 
well as attracted more new investors mainly as it has been indicated by 
the registration of many new motor vehicles by 18.9% during the year 
2005 to a spectacular number of 21,427 units from 18,026 units during 
the previous year. 
According to the annual report of the JKIA 2001/2002, 2002/2003, 
2003/2004 and 2004/2005 indicated that the air transport grew 
continually of which achieved a remarkable growth during the financial 
year 2004/2005 with passengers passing through the Jomo Kenyatta 
international airport grew by 18.9%. In the years 2001/02, 2002,03, 
2003/04, 2004/2005, the Kenya pipeline and CBS’s annual report 
indicated that pipeline and cargo handling during the period improved 
with petroleum products transported by the Kenya pipeline company  grew 
by 11.8% to 3459,298 cubic units from  3093366 cubic units during the 
financial  year 2003/04, on the other side, the cargo handled  by the 
Kenya authority (KPA) grew by 6.2% to 13,283 984 tonnes compared with 
12,505 385 tonnes in the financial  year 2003/2004. 
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Kenya railways annual report 2001/02, 2002/03, 2003/04 and 2004/05 
analyzed that the cargo handled by the Kenya railways was not 
encouraging hence declined by a rate of 10.3% in the fiscal year 
2004/2005. In addition to the above, during the financial year 2001/02 
the cargo handling attained the growth of -4.35% to 2228684 and then  
during the fiscal year  2002/03  the cargo  handling was further 
discouraging  mainly by attaining the decline of -2.85% to 2165172. 
Comparatively the main reason for the poor performance in the rail 
transport was mainly due to inefficiency in the services that encouraged as 
well as attracted the trade to road as well as pipeline transport.  
 
 
              Table 35 Performance of major sub-sectors  
 
Activity June 2001/02 June 
2002/03 
June 
2003/04 
June 
2004/05 
Cargo by KPA 
Output (mt equivalent) 
Output growth % 
Passenger through JKIA 
Number of people 
Growth % 
 Cargo through Kenya 
railway 
Output (mt) 
Output growth % 
Through put by KP 
Output (000liters) 
Output growth% 
Excise duty on airtime 
Output Kshs  Mn 
Growth % 
 
10506851 
-0.06 
 
1874241 
-0.56 
 
 
2228684 
-4.35 
 
2721212 
-5.87 
 
- 
- 
 
 
11463854 
9.11 
 
1991573 
0.26 
 
 
2165172 
-2.85 
 
2819998 
3.63 
 
677.00 
- 
 
12505385 
9.09 
 
2208714 
10.90 
 
 
1995059 
-7.86 
 
3093366 
9.69 
 
2068.00 
205.47 
 
13243984 
6.23 
 
2615254 
18.90 
 
 
1709225 
-10.27 
 
3459298 
11.83 
 
2987.00 
44.44 
 
 
 Sources; 
 Kenya ports authority 2005 
Kenya railway Co. 2004 
Kenya pipeline 2005 
Central bureau of statistics 2005 
   
3.18 Telecommunication development  
 
According to the CBK’s annual report 2005 indicated that 
telecommunication sector showed average performance during the fiscal 
year 2004/05 mainly with the mobile phone sub-sector being the only one 
which was showing a great significant growth of which was the  only to be 
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the fastest developing sub sectors in the telecommunication as compared 
with fixed line sub-sector. The above analysis can be indicated only in the 
main new support business of which include growth in public mobile pay 
phones, growth in subscribers  as well as growth in area covered by the 
services . 
As it has been indicated by the central bank of Kenya’s annual report on 
telecommunication development 2005, the total excise duty mainly on 
airtime grew to 44.4% to Kshs. 2.99 Billion during the fiscal year 
2004/2005 from 2.07 billion during the previous year. 
  In addition to the above, discouraging  growth has been remaining in the 
fixed line   telephone sub-sector mainly with  an increasing  declining 
connections by 16.8% from 328,000 in 2003 to 273,000 during the fiscal 
year 2004. The above said nature of decline indicated an inefficiency of 
Telkom Kenya mainly in the encouragement of fixed line services and also 
the availability in the economy. However the nature of encouragement of 
second operations may equally motivate sound investment in fixed line 
telephone operations.  
 
3.19 Tourism Development  
 
According to the annual report of the Kenya tourism Board (KTB) 2005 
analyzed that tourism development in Kenya has been showing an 
encouraging development mainly during the physical year 2004/05. In 
addition to the above, as it has been indicated by the Jomo Kenyatta 
international Airport as well as Moi international airport Mombasa and 
even the tourist arrival by the cruise sip increased mainly by the rate of 
20.6%, 34% as well as 170.8%. Apart from the above, the CBK’s annual 
report indicated that the earning mainly from the tourism industry was 
expected at US $ 498 Million up from what was during the previous period 
US $ 404Million. 
The above said growth as it has been analyzed by the KTB 2005 was 
mainly due to the nature of marketing conducted by the board of which 
attracted non-traditional markets. The system of diversification of tourism 
products also contributed to the growth of tourism sector. The system of 
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international carriers also contributed a lot to the development of tourism 
industry in Kenya. In addition to the above contributors, sound tourism 
promotion of domestic and even international tourism should be aimed as 
well as improved nature of security in the country.                                   
 
 
Table 36  
Tourism arrivals by region 
 
 Fy 
2002/03 
Fy 
2003/04 
 Fy 
2004/05 
Cruise ship 
Growth% 
JKIA 
Growth % 
Maim 
Growth% 
Total  
Growth % 
4741.00 
 
189,258.00
 
34653 
 
543634 
2063 
-55.49 
161315 
-14.76 
413,073 
18.14 
576,451 
6.00 
5586.00 
170.77 
194.572 
20.62 
553437 
33.98 
753595 
30.73 
 
 
   Sources; 
        Kenya tourism board 2006 
        Central bureau of statistics 2005 
 
Chart 3 
0
10,000
20,000
30,000
40,000
50,000
60,000
70,000
80,000
FY 2001/2002
FY 2002/2003
FY2003/2004
FY2004/2005
 
 
3.20 Employment of available resources for industrial development  
 
According to the economic survey (2005) indicated that available resources 
mainly for the industrial development in Kenya weighted as national 
disposal during the previous year 2004 were generally made up of the out 
put produced mainly by the contribution of all the other sectors of eth 
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economy of which amounted to 103 % of GDP 2004 at the current price as 
it may be weighed as against 104.80% of GDP 2003. However the poor 
performance is highly indicated mainly in the fall in the current transfers 
to 4.0 % of GDP from 5.4% of GDP in the previous year 2003, as well as 
the high nature of net factor payments as total output of all the sectors 
increased by 4.3% during the period as it may be compared to the 
previous period 2003. In addition to the above, resources have been 
allocated to the sectors of consumptions as well as savings and even 
investment as it has been analyzed by the CBK’s annual report 2005, the 
gross capital fixed formation grew mainly to the sectors of consumption as 
well as saving and even investment as it has been analyzed by the central 
bank of Kenya’s annual report 2005. Hence according to economic survey 
2005, the gross capital fixed formation grew mainly by 8.1% of which 
generally declined from 6.4% GDP during the year 2002 s well as from 
7.5% GDP during the previous year. 
Apart from the above, as it has been analyzed by the economic survey 
1999-2001, the gross domestic investment grew to 17.41% as compared to 
other previous years. Equally since the year 2001-2002 the CBK has also 
indicated that the gross domestic investment grew to more than 19.18% as 
it was compared to other previous economic period. However, during the 
economic period 2002-2003, the gross domestic investment declined to 
16.31 and then during the period 2003 as it was analyzed by the CBK’s 
annual report 2004, it improved to 17.4% as it was during the economic 
period 2000. Hence at present it has maintained the level of 18.28% of 
GDP. The growth in the gross investment was highly in gross fixed capital 
formation of which grew by 16.7% during the economic period 2000 as it 
was analyzed by the economic survey report 2001, hence the same period 
dropped to 18.05% and 17.11% during the economic period 2001 and 
2002, in relation to the above the economic survey 2004 Sabio 1988, 
Mahajan et al 1996 have analyzed that the gross fixed capital formation 
declined to the tune of 15.7%. However, according to the analysis of the 
annual report of the CBK 205 indicated that the gross fixed capital 
formation grew to 16.35% during the previous year 2004. equally in 
relation to the above, the growth in the socks during the said periods, 
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2000 as it was analyzed by the world bank for reconstruction and 
developments annual report the central bank of Kenya annual report and 
even the analysis of the economic survey annual report (2003) have 
indicated that the increased I stock was 0.7% of which  grew to 1.13%  
during the fiscal year  2001as it was analyzed by the economic  survey  
(2002) as well as the CBK annual report (2004) comparatively to the above  
so analysis the nature of growth in stock started  showing downward trend 
as it was indicted by the economic survey (2003) to negative -0.8 . Equally 
over the same, the growth in stock gained it’s base during the fiscal year 
2003 as it was analyzed by the CBK’s annual report 2004 to the tune of 
1.71% GDP and finally as it has been analyzed by various economic survey 
the nature of the stock maintained it’s growth to 1.9% as it is indicated in 
the table below. The CBK’s annual report (2001) indicated that since the 
year 1999 the gross rational savings (gross national Disposable  income  
less total consumption ) maintained it’s trend  in growth   to the tune of 
10.4% GDP of which improved more during the fiscal year  2001 , however 
as it has been analyzed  by CBK’s annual report 2003 as well as the 
economics survey report 2005 indicated that the nature of gross national 
savings declined to the tune of 8.7% GDPs Over the same the trend of the 
gross national savings started  gaining it’s base hence attained the growth 
of 11.00-% GDP during the fiscal year (2003) . In comparison with all the 
above periods under analysis during the year 2004 the nature of the gross 
national savings grew to 11.4% GDP. 
On the other side the gross domestic savings   was not maintaining sound 
as well as sustainable base as it was analyzed by the economic survey 
(2001) the gross domestic  savings grew  to 6.7% GDP of which declined to 
5.3% during the fiscal year (2001) and further to 4.9% GDP  during the 
fiscal year 2002. According to the savings started  gaining it’s base of 
growth  to the tune of 6.7% as compared to the other previous years, 
finally the gross domestic savings improved and encouraged it’s growth to 
8.1% during the fiscal year 2004. In relation to the above analysis the 
economic survey (2005) has clearly indicated that there was lack of 
enough resource mobilization   during the fiscal year 2004 as it may be 
compared to the other fiscal years 2003 of which generally discouraged the 
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nature of demand mainly in the fall in the system of total consumption. 
The nature of total consumption during the year 2000 attained the growth 
of 93.3% GDP of which increased to 94.7% during the fiscal year 2001 and 
further to 95.1% in 2002. But as from 2003 the total consumption started 
falling to the tune of 93.8% GDP and finally continued to fall to 91.95% 
GDP during the year 2004. The above so analyzed contributed to the down 
fall of the nature of GDP by 0.2% (from 17.2% to 17.0% (GDP). Hence a 
large amount of the above was employed mainly for the development of the 
private sector mainly by 75.0% of GDP as compared to 76.1% during the 
previous year 2003. 
 
 
   Table 37 
     Employment of available resources (KSH Mn) 
 
Million of Kenyan 
shillings 
2000 2001 2002 2003 2004 
Gross national 
disposable 
income 
Net current 
transfer 
Gross national 
income 
Net factor income 
payment(y)f) 
Gross domestic 
product (at mkt 
price) 
Total 
consumption(c) 
Government 
consumption-c (g) 
Private 
consumption c (p) 
Gross domestic 
product (i) 
Gross fixed 
capital formation 
Increase/decrease 
in stock 
Export of goods 
and nfs(x) 
Import of good 
and nfs (m) 
GDP deflator 
 
 
1004,503 
 
47860 
 
956643 
 
-11195 
 
 
967838 
 
903428 
 
145701 
 
757727 
 
168540 
 
161714 
 
6826 
 
214831 
 
-292493 
 
 
 
1079369 
 
62975 
 
1016394 
 
-9524 
 
 
1025918 
 
971805 
 
159536 
 
812269 
 
196782 
 
185186 
 
11596 
 
228054 
 
-345899 
 
 
 
1077143 
 
49629 
 
1027514 
 
-11250 
 
 
1038764 
 
988216 
 
173297 
 
814919 
 
169377 
 
177781 
 
-8404 
 
252207 
 
-326340 
 
 
 
1197069 
 
61985 
 
1135084 
 
-6696 
 
 
1141780 
 
1071484 
 
202937 
 
868547 
 
198767 
 
179248 
 
19519 
 
281394 
 
-360960 
 
 
 
1316026 
 
51367 
 
1264659 
 
-9057 
 
 
1273716 
 
1171212 
 
216563 
 
954649 
 
232844 
 
208248 
 
245969 
 
357243 
 
-473982 
 
 97
(2001=100) 
Real GDP 
Real GDP growth 
(annual in %) 
Gross national 
savings 
Gross domestic 
savings 
Total national 
balance (s-i) 
CAB(x-m+y (f)+ 
TR(f)) 
Discrepancy 
CAB+ discrepancy 
Kenya-national 
accounts in share 
of GDP 
Gross national 
disposable 
income 
Net current 
transfer (TR (f)) 
Gross national 
payments (y(f)) 
Gross domestic 
product(GDP) 
 Gross domestic 
product 
(expanded) 
 Total 
consumption (c) 
Government 
consumption-c (g) 
 Private 
consumption c (p) 
Gross domestic 
investment (i) 
 Gross fixed 
capital formation 
Increase / 
decrease in stock 
Export of goods & 
services 
Import of good & 
services 
Gross national 
savings 
Gross domestic 
savings  
98.50 
982855 
 
0.60 
 
101075 
 
64410 
 
 
 
-67465 
40997 
26468 
 
 
-67465 
 
 
2000 
 
103.79 
 
4.95 
 
98.84 
 
 
-1.16 
 
93.34 
 
15.05 
 
78.29 
 
17.41 
 
16.71 
 
0.71 
 
22.20 
 
-30.22 
 
10.44 
 
6.66 
100.00 
1025918 
 
4.38 
 
107564 
 
54113 
 
 
 
-89218 
-64394 
-24824 
 
 
-89218 
 
 
2001 
 
105.21 
 
6.14 
 
99.07 
 
 
-0.93 
 
94.73 
 
15.55 
 
79.17 
 
19.18 
 
18.05 
 
1.13 
 
22.23 
 
-33.72 
 
10.48 
 
5.27 
100.9 
1029978 
 
0.40 
 
88927 
 
50548 
 
 
 
-80450 
35754 
-44696 
 
 
-80450 
 
 
2002 
 
103.69 
 
4.78 
 
98.92 
 
 
-1.08 
 
95.3 
 
16.68 
 
78.45 
 
16.31 
 
17.11 
 
0.81 
 
24.28 
 
-31.42 
 
8.56 
 
4.87 
107.9 
1058470 
 
2.77 
 
125585 
 
70296 
 
 
 
-73182 
-24277 
-48905 
 
 
-73182 
 
 
2003 
 
104.84 
 
5.43 
 
99.4 
 
 
0.59 
 
93.89 
 
17.77 
 
76.07 
 
17.41 
 
15.70 
 
1.71 
 
24.68 
 
-31.61 
 
11.00 
 
6.16 
115.3 
1104356 
 
4.34 
 
144814 
 
102504 
 
 
 
-88030 
-74429 
-13601 
 
 
-88030 
 
 
2004 
 
103.32 
 
4.03 
 
99.92 
 
 
0.71 
 
91.95 
 
17.00 
 
74.95 
 
18.28 
 
16.35 
 
1.93 
 
28.05 
 
-37.21 
 
11.37 
 
8.05 
 
 
 98
   sources; Economic survey of Kenyans 2000- 2005 
                CBK’s 2000.2001, 2002, 2003, 2004, and 2005  
 
3.22 Capital flows to Kenya for industrial development 
 
According to the global financial report on capital flow to Kenya (1990), 
indicated that the, exact net official development assistance to low 
developing economies was approximated to have grown to US $ 35 bn 
during the year 1997. 
In addition to the above, the central bank of Kenya’s annual report 
(CBK1999) indicated that the growth of net official development assistance 
mainly to under developed economies grew to US $ 47.0 bn as compared 
to the previous period. Hence during the year 2000 the said assistance 
declined to US $ 33.6 bn, apart from that during the year 2004 it was 
estimated by the central bank of Kenya (CBK 2005) analyzed that the net 
official development assistance to the said developing economies improved 
to US $ 33 bn up mainly from US $ 29 bn during the previous year. Hence 
the above growth was encouraged due to the growth in grants of which 
indicated the donor nature in motivating the system of lending to 
developing economies so that to improve the development assistance since 
there was a need for more resources to support the development as it is 
indicated in the table below. 
 Table 38 
 Net official development assistance to developing countries since 
1990-2004 
     
 US $ bn 1990 -004      
 1990 1997 1998 1999 2000 2001 2002 2003 2004 
Total 
Grants 
Net lending 
Multilateral() 
Concessional 
Non-
concessional 
Bilateral 
Con-
concessional 
Non-
concessional 
54.1 
27.7 
26.4 
15.4 
5.9 
 
9.5 
11.0 
 
8.5 
 
2.4 
35.1 
25.3 
9.8 
16.4 
7.4 
 
9.0 
-6.6 
 
0.2 
 
6.9 
47.0 
26.7 
20.3 
23.4 
7.0 
 
16.4 
-3.1 
 
2.0 
 
-5.2 
44.6 
28.5 
16.1 
18.3 
6.8 
 
11.5 
-2.2 
 
5.0 
 
-7.2 
33.6 
28.7 
4.9 
11.8 
5.6 
 
6.2 
6.9 
 
0.6 
 
-7.5 
35.4 
27.9 
7.5 
15.3 
7.0 
 
8.4 
-7.8 
 
1.6 
 
-9.4 
23.4 
32.2 
-8.8 
1.4 
7.4 
 
-6.0 
10.2 
  
1.7 
 
-8.6 
29.1 
43.4 
-14.3 
1.8 
8.0 
 
-6.3 
-16.0 
 
-3.8 
 
-12.3 
32.8 
47.2 
-14.4 
-1.2 
7.4 
 
-8.6 
-13.2 
 
-3.6 
 
-9.6 
 
 
           Sources; 
          Global development finance reports 1991, 1997, 1998, 1999 2000, 
2002-     2005 
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         Central bank of Kenya annual reports 2000, 2001,  2002, 2003 
2004 2005 
         IMF annual reports on global development 2005 
 CBS various issue 2005 
 
 
 
From the above analysis the exact net bilateral lending mainly to the 
developing economies like Kenya maintained the negative or continued to 
fall due to the nature of reduction in the nature of lending mainly to favor 
grants and at the same time  some of the  developing economies were 
repaying there earlier debt. Hence the said net lending mainly fell from 
negative (-) US $ 14.3 bn during the year 2003 to negative (-) US $ 14.4bn 
during the year ended 2004 as it is indicated in the table above. the above 
was experienced due to the repayment of the  outstanding loans of IBRD 
and IMF’S emergency lending during the 1990s financial crisis as well as 
un organized nature of repayment  of the multilateral and even bilateral 
loan of which were circumvented by the developing economies. The said 
repayment was possible mainly due to the sound nature of the reserve 
made by the developing economies of which was attracted by the reduction 
in interest rates on loans. 
 
 3.23 Nature of Net Debt flows to developing countries  
 
 The net debt flows to developing countries was not maintaining stability 
since 1999 to the year 2002. However, the private sector debt  and 
portfolio flows to understated economies like Kenya grew from US $ 60 
Billion during the fiscal year 2003 to US $ 83.6 Billion during the year 
2004 as indicated in the table below: 
The main factors which motivated such growth of debt to the private sector 
was higher increase in net debt and portfolio in flow to east Asia as well as 
pacific from 1.7 U $ Billion in the year 2003 to US $ 17.2  bn in the year 
2004 the said growth was experienced in the regions of south Asia as well 
as middle and even  north African region comparatively the flow to other 
parts of the world economies  like Europe and Central Asia fall to US $ 56 
bn from US $ 56.9 bn during the previous year. Also on the other side the 
above said net debt flow to the other parts of the Latin America as well as 
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the Caribbean equally declined from 3.3 bn  US $  to around 2.5 bn US $ 
as it was indicated in the table below during the same period. 
However on the other side the net flow to sub-Sahara African economies 
grew from US $ 2.7 bn during the year 2003 to US $ 3.6 bn in the year 
2004 In comparison with all the above net debt inflows to Kenya decreased 
from US $ 0.2 bn during the year 2003 to 0.14 bn in the year 2004. 
 
Table 39 
2.23 private sector debt and portfolio to developing economies since 
1999-2004 in us $ bn 
 Us bn 
$ 
     
Year 1999 2000 2001 2002 2003 2004 
East Asia & pacific 
 
Europe & central 
Asia 
 
Latin America and 
Caribbean 
South Asia 
 
Middle East & 
North Africa 
Sub-Sahara Africa 
Kenya 
TOTAL 
-
12.2 
 
16.1 
 
 
12.1 
0.5 
 
 
-1.8 
-1.0 
0.2 
13.7 
-
16.2 
 
19.9 
 
 
-8.6 
3.5 
 
 
-4.5 
0.5 
0.1 
-6.5 
-9.1 
 
2.7 
 
 
5.4 
-0.9 
 
 
0.1 
-1.7 
-0.4 
-3.5 
-
13.2 
 
28.0 
 
 
-8.6 
0.4 
 
 
2.1 
-0.3 
0.1 
8.5 
17 
 
56.9 
 
 
3.3 
-4.0 
 
 
-0.7 
2.7 
0.2 
60.0 
17.2 
 
56.0 
 
 
2.5 
4.4 
 
 
-0.1 
3.6 
0.1 
83.6 
 
Sources; Global development finance 1999, 2000, 2004, 2005 
                Economic survey of Kenya 2004, 2005 
 
3.24 Net foreign direct investment (FDI) flow to Developing 
economies 
 
 According to the economic survey of Kenya 2005 analyzed that the nature 
of net foreign direct investment (FDI) mainly to poor developing economies 
grew to US $ 165.5bn during the period 2004 from US $ 151.8 bn in the 
year 2003. The above so indicated sound growth in the nature of economic 
conditions of the poor developing economies which indicated higher 
system of corporate earning as well as the nature of liberalization of 
foreign control rules and even more so sound global economic 
development, as it has been indicated by the global development finance 
(2005) that the growth in net foreign direct investment inflow to the poor 
developing countries spread across the same regions, comparatively, the 
 101
east Asia as well as pacific countries were the leading with the highest 
share of foreign direct investment inflow, of which grew from US $ 59.6 bn 
in the year 2003 to US $ 63.6 $ bn in the year 2004 hence representing 
38.4 % of  the developing  economies .On the other side the economic 
survey (2005) has indicated that the foreign direct investment inflows 
mainly to sub-Saharan African economies circumvented sound growth by 
12% to US $ 11.3 bn in 2004 from US $ 10.1 billion during the previous 
year.  However the said growth sub-Sahara’s nature of share of net FDI 
inflow mainly from 6.65% during the fiscal year 2003 to 6.83% in 2004, 
hence the foreign direct investment inflows to Kenya fall to US $  0.04 bn 
in the year 2004 as compared with that of US $ 0.08 bn during the 
previous year. 
Table 40 
Net foreign direct investment inflows to poor developing countries 
1999-2004 
 
 Us bn 
$ 
     
Year 1999 2000 2001 2002 2003 2004* 
East Asia & 
pacific 
Europe and 
central Asia  
Latin  America 
&Caribbean  
South Asia 
Middle & north 
Africa 
Sub-Sahara 
Africa 
Kenya  total 
50.00 
28.40 
 
88.20 
 
3.10 
3.70 
 
9.10 
 
0.01 
182.40 
44.20 
29.20 
 
78.90 
 
3.30 
4.30 
 
6.30 
 
0.11 
166.20 
48.20 
31.40 
 
70.20 
 
4.40 
5.70 
 
14.90 
 
0.01 
174.80 
55.60 
35.00 
 
45.70 
 
4.80 
3.80 
 
9.00 
 
0.03 
154.00 
59.60 
35.60 
 
6.50 
 
5.20 
4.80 
 
10.10 
 
0.08 
151.80 
63.6 
37.6 
 
42.4 
 
6.5 
4.1 
 
11.3 
 
0.04 
165.5 
 
 
Note; 2004* Estimates 
Sources; 
Economic survey 2000, 2001, 2002 2003 2004 2005 
Global development finance, 2000, 2001 2002 2003 2004 2005  
Central bank of Kenya annual reports 2000, 2001 2002 2003 2004 2005- 
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3.25 Net portfolio (equity) flows to developing economies 
 
The nature of net portfolio (equity) inflow to the poor developing economies 
is so very much important for the setting up of industrial development. 
The global development finance (2005) indicated that the net portfolio 
(Equity) flows to the developing economies grew mainly from US $ 24.81 
bn in the year 2003 as compared with other years since 1999 by the 
nature of net portfolio was not stable to US $ 26.75bn in the year 2004. 
The above so analyzed encouraged due to a huge swing in the emerging 
market equity prices. In comparison region wise, the regions which had 
experienced growth in the net portfolio equity inflows are mainly East Asia 
and pacific, followed by Europe and then Central Asia and finally south 
Asia and Sub –Sahara African regions being the least. 
Equally, the Central Bank of Kenya’s annual report (2005) indicated that 
the net portfolio equity inflows mainly to sub-Saharan African economies 
grew from US$ 0.7 bn in the year 2003 to US $ 3.5bn in the fiscal year 
2004, hence the above improved the nature of the  share of net portfolio 
investment inflow to  sub-Sahara African economies grew 2.8% during the 
year 2003 to around 13.2% from the above share the net  portfolio  equity 
inflows to Kenya as it was analyzed by the economic survey  2005 declined 
during   the year 2004 to the time of US $ 0.07 Billion. 
 
 Table 41 
Portfolio inflows to poor developing economies since 1999-2004  
 
  Us bn $      
 1999 2000 2001 2002 2003 2004 
East Asia & pacific 
 
Europe& central Asia  
Latin  America 
&Caribbean  
South Asia 
 
Middle & north Africa 
Sub-Sahara Africa 
Kenya total 
Net flows 
2.32 
 
1.96 
 
-3.62 
2.38 
 
0.64 
9.03 
-0.01 
12.71 
4.77 
 
1.26 
 
-0.57 
2.51 
 
0.24 
4.16 
-0.01 
12.38 
1.35 
 
0.45 
 
2.51 
2.78 
 
-0.12 
0.95 
0.00 
6.02 
4.01 
 
-0.10 
 
1.44 
1.09 
 
-0.23 
-0.37 
0.00 
5.85 
11.85 
 
0.59 
 
3.38 
8.20 
 
0.10 
0.70 
0.00 
24.81 
13.55 
 
3.59 
 
-1.55 
7.47 
 
0.16 
3.52 
-0.07 
26.75 
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Sources 
Global development finance 1999, 2000, 2001, 2002, 2003. 2004, 2005, 
Economic survey of Kenya; 1999, 2000, 2001, 2002, 2003, 2004 2005 
Central bank of Kenya’s annual report; 2000, 2001, 2002, 2003, 2004, 
2005, 
 
 
 
3.26 Banking Development in Kenya  
 
 
(a) Composition of banking sector  
According to central bank of Kenya’s annual report 2005 analyzed that the 
nature   of financial  institutions in the sector fall to 48 during the year 
2005 from 51 in June 2004 due to liquidation and conversion  of the 
commercial bank unto the development financial  institutions. In relation 
to the above, so said 48 financial institutions there are 42 commercial 
banks, one no-bank financial institutions in the process of self liquidation, 
two mortgage financial   companies as well as two building societies. 
However, according to the above CBK’s annual report (2005) among the 
above so said financial institutions, six of the banks and four are branches 
of foreign owned institutions and finally there are 532 branches in Kenya.  
 
 
 
(b)Structure of the balance sheet  
Due to favorable economic development in the country, the banking sector 
increased its asset portfolio by 11.0 % or Kshs. 60.2 Billion mainly from 
Kshs. 546.7 Billion at the period 2004 to Kshs. 606.9 Billion.  
the main factors that encouraged the growth  in the nature of assets was 
due to growth in local as well as foreign currency deposits and the system  
of encouraging fresh capital  allocation as well as retained earning of the 
banks in relation to the above analysis loans accounted to be the main 
share of the banking sector investment. The investment on the government 
sector were reduced during the period of which fall by 7.9% or Kshs 10.4 
bn from Kshs 131.3bn in the year 2004 to Kshs 120.9 bn in June 2005 . 
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Table 42 
 Showing % change in the balance sheet for the year 2004 & 2005 
Balance sheet 
 
 June 
2005 
June 
2004 
% 
change 
Assets 
Cash 
Balance from CBK 
Placement 
Government securities 
Other investment 
Loan and advances 
Foreign assets 
Other assets 
Total assets 
Deposits 
Foreign liabilities 
Other liabilities 
Capital and reserve 
Total liability and share holder’s fund 
 
9612 
28356 
17070 
120936 
4517 
317951 
49631 
58858 
606931 
488004 
3138 
42419 
73370 
606931 
 
8715 
27786 
14859 
131254 
4800 
218424 
44013 
96831 
546682 
445177 
5180 
33901 
62424 
546682 
 
I.0 
2 
1.5 
-8 
-6 
45 
13 
-3.9 
11 
9 
-3.9 
2.5 
18 
11 
 
 
 Sources; 
Central bank of Kenya annual report 2004, 2005 
 
3.27 Non-performing Loans  
 
The nature of non-performing loans (NPL) as it was analyzed by the central 
bank of Kenya (CBK 2005) has been falling mainly to Kshs 69.5 bn from 
70.7 billion during the period 2004-2005 comparatively, the nature of the 
ratio of the above said non-performing loans during the mentioned period 
has decreased to 19.3% from 23.5% due to the encouragement in the 
repayment as well as discouraging the system of lending over the same. A 
handsome amount of Kenya shillings 32.7 bn was being considered as 
being enough to protect the banking sector nature of credit supply 
together with the other amount of provision of 38.3bn Kenyan shillings 
during the period 2005. 
 
3.27 Deposit liabilities 
 
The banking deposit nature of liabilities of which involves the inter-bank 
balances grew by 9.6% to Kenyan shillings 488,008 bn during the year 
2005 as it was compared to the rate of 445,177 during the year 2004 of 
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which exactly indicated that there was sound supply of credit to private 
sector for the industrial development as well as external inflow of credit  
mainly due to sound system of balance of payment of Kenya, as it was 
analyzed by the central bank of Kenya (CBK 2005) indicated that the 
nature of demand deposits of which accounted for 51% of the commercial 
bank deposits as well as time and saving deposits accounted to 29% and 
15% .On the other side the nature of local currency grew by Kshs 28.8 bn 
from 377.5 bn during the period 2004 to Kshs 406.3 bn in the year 2005. 
In addition to the above, the foreign currency deposits equally grew by 
Kshs 14.0 bn mainly from Kshs 67.7 bn to Kshs 81.7bn. 
 
Table 43 
Composition of commercial bank deposits (Kshs Mn) 2004-2005 
 
Bank types of deposit June 
2005 
June 
2004 
 2005 
share 
% 
change 
 Demand deposit 
Kenya shillings 
Foreign currency 
Time deposits 
Kenyan shillings 
Foreign currency 
Savings deposits 
Kenya shillings 
Foreign currency 
Others  
Total 
247660 
190440 
57220 
143780 
119780 
24000 
73125 
72639 
488 
23439 
488004 
208325 
161949 
46376 
113105 
92053 
21052 
85963 
85662 
301 
37784 
445177* 
51 
39 
12 
29 
25 
5 
15 
15 
0 
5 
100 
19 
18 
23 
27 
30 
14 
-15 
-15 
62 
-38 
10 
 
Note; 
Others include a accrued interest on deposit, interbank balances and 
deposits from NBFIs and 7-days deposits excluded in the year June 2004 
restated. 
 Sources; central bank of Kenya 2005 
 
3.28 profitability 
 
Central bank of Kenya (CBK 2005) indicated that the nature of favorable of 
economic as well as sound profit of the banks. Hence the profit before tax 
of the banks grew by Kshs 27.1% of which Kshs 1.9 bn to Kshs 9.0 bn 
during the period from the previous growth of 7.1 bn. Equally the above so 
analyzed increase in the profit indicated sound growth in interest in 
income mainly advances which exactly grew by 39.3% or Kshs 5.3bn to 
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Kshs 18.8bn as from 13.5bn over the previous year as indicated in the 
table below. 
      
 Table 44 
Banking industry profit (Kshs Mn) 2004-2005 
 
 June 
2004 
June 
2005 
% 
change 
Totals income 
Expenses before 
provision 
Profit before provision 
 Provision for bad debts 
Profit before tax 
29819 
 
19476 
10343 
3263 
7080 
36936 
 
24551 
12385 
3386 
8999 
26.1 
 
19.7 
3.8 
27.1 
 
 Sources;  
Central bank of Kenya annual report on banking profitability 2005 
 
3.30 Nature of capital and reserves 
 
 the capital system of the financial institutions in the Kenya economy was 
sound and strong mainly due to growth in profits earnings as well as the 
encouragement of the injection of new and more capital over the same of 
which motivated the nature of expansion of the banking business in the 
economy for industrial development as well as assisting in the setting off of 
losses (CBK 2005). 
 In relation to the above, the capacity of the total risk and assets was 
16.1% during the period 2005 as it may be compared to 16.5 during the 
previous year 2004 of which was higher to 12% point of the statutory 
requirement. In the period 2005 the paid up capital in the banking 
industry grew by 7.6% while the reserve grew by 37.2%. Hence the above 
so analyzed if combined (capital and reserve) of the banking industry grew 
by 17.6% mainly from Kshs 62.4 bn to 73.4 bn as compared to other 
years. 
 
3.31 Central bank of Kenya’s supervisory Enforcement Action 
 
 The nature of enforcement of the supervisory of other financial 
institutions, more so the enforcement of penalties in the case of non-
compliance, the said as it has been indicated the CBK’s annual report, the 
 107
nature of the non-compliance reduced from 10 to 5 during the year 2004 -
2005. Also the above enforcement includes the approval of holding of the 
same institutions which is not complying the banking Act prudential 
regulations. 
  
3.32 Rural finance developments 
 
Commercial banks, building societies and Kenya post office savings 
bank 
The financial services within the economy has been sustainably 
distributed by the above analyzed financial institutions, the cooperative 
banks equity bank, K-REP bank, Family Finance building co-operative 
societies as well as KPOSB of which have been the main sources of 
financial services to both rural as well as the urban economy of Kenya of 
which had more than 4.2mn savings clients and even 1.35mn loan clients 
country wide (CBK 2005). 
 
3.33Non-banking micro-finance institutions 
 
The non-bank microfinance institutions are managed under the 
association of microfinance institutions (AMFI) of which is having 25 
members with more than 700,00 loan clients as well as an outstanding 
portfolio of Kshs 3.27 Mn (CBK 2005). According to the above analysis 
more than 20% of its loan has been distributed to the rural areas of Kenya 
for economic development. The non-bank microfinance institutions are 
dominated by the non-governmental organizations (NGO’s) as well as the 
private sectors. 
 
2.34 Development financial institutions 
 
The development financial institutions in Kenya are; industrial 
development bank (IDB) Kenya industrial estate (KIE) Agricultural finance 
corporation (AFC) industrial and commercial development corporation 
(ICDC) (CBK 2005), the above so analyzed institutions encouraged 
extensive Kenya rural economy development. These development financial 
institutions during the year 2004-2005 were not so highly effective mainly 
in motivating the low income household savings as well as the medium 
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small scale enterprises (MSEs) of which was very low over the same period, 
mainly due to the constraints of financial position experienced by the said 
institutions. 
 
3.35 Savings and credit co-operative societies (SACCOs) 
As it was analyzed by the central bank of Kenya (CBK 2005) indicated that 
the savings and credit co-operative societies (SACCOs) had more than 
4400 branches in the country with more than five million members as well 
as with the share contribution amounted to at least Kshs 70 bn and even 
with that saving of over Kshs 115 bn as well as with an outstanding loan 
of more than 90 bn. 
In relation to the above, more than 155 of the saving and credit co-
operative societies were rural based. Hence the above rural based SACCOs 
were having shares and loans extending to more than Kshs 1.9 bn and 
Kshs 2.3 bn.  The above said SACCOs are supposed to be well distributed 
to the rural areas so that to encourage the nature of the rural development 
in the economy.  
In relation  to that, in the year 2004 the CBK indicated that  the SACCOs  
enlarged there products as well as their services of which mainly includes 
the distribution of retail banking services called the Front Office Service 
Activities ( FOSAs), of which has motivated the enlargement of the FOSAs 
within the economy. The so analyzed SACCOs, have encouraged the 
development of the modern information communication technology (ICT) of 
which has facilitated the nature of efficiency as well as effectiveness 
mainly the use of ATMs and computerizations of system. In addition to the 
above so said, some of the ATMs of the SACCOs societies are obtained 
directly by the SACCOs societies or banks like the co-operative bank of 
Kenya limited. 
 
3.36 The development of policy, legal regulations and supervisory 
frameworks for MFIs and SACCOs 
 
 The main problem facing micro finance industry as well as the 
development of SACCOs in Kenya is the lack of sound system of legal and 
regulatory framework in controlling the nature of their operations within 
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the country. Some major development taking place mainly in ensuring 
sound management of the MFI and SACCOs societies are under the 
process. However according to the CBK’s annual report 2005 the draft 
deposit taking MFI bill as well as the SACCOs are also under the process 
the here only the deposit taking MFIs will be generally regulated as well as 
supervised by the central bank of Kenya. 
 
2.37 Money supply for the industrial development 
 
(a)Monetary policy objective for the fiscal year 2004-2005 
 
The main objectives of the monetary policy of any economy in the global 
economy is to maintain sound price stability so that to encourage the 
industrial development. The central bank of nay economy can only pursue 
this mainly through managing and controlling the growth of money supply 
in  a sustainable approach so that to encourage sound economic 
development with the main target of controlling the nature of inflation rate 
in the economy. However broad money supply (M3X) growth should be well 
managed so that to discourage high rate (excess) demand for good and 
services of which will encourage the growth in the nature of price within 
the economy. In addition to the above, inorder for the central bank of 
Kenya to control as well mange the nature of money supply growth within 
the economy for industrial development the central bank should generally 
target the rate of reserve money with the bank, that is the exact deposit of 
commercial banks mainly at the central bank as well as the currency 
issued mainly for circulation by the central bank so that to maintain it to 
grow in the desired path to control high rate of credit in the economy. 
 According to the analysis of the central bank of Kenya (CBK 2005) 
indicated that the year 2004/2005 the main target of the bank was to 
control the nature of inflation below 5%. comparatively so that for the 
central bank of Kenya to attain the above inflation rate  M3X was to be 
targeted to fall mainly to 7.5% as well as the reserve money to 3.8% during 
or by the year 2005. In relation to the above, the nature of credit growth to 
private sector was assumed to grow by 8.9% during the year 2005 over the 
same the CBK’s annual   report indicated that the central bank employed 
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the tool of open market operation (OMO) so that to pursue the nature of 
inflation objectives of rediscounting facilities at the bank and even the 
cash ratio requirement at 6% during the year. 
 
 (b) Money supply for industrial development 
 
Broad money, M3X   in the economy grew by 11.3% during the year 2005 
as it may be compared with 12.9% in the previous year 2004 as against 
the target of 7.5% during the year 2005. However, the minims growth in 
money supply of M3X is related with the nature of the policy of the central 
bank of Kenya mainly in limiting the nature of growth of the reserve money 
to the tune of 3.8 % during the fiscal year 2005 as it has been analyzed by 
the CBK’s annual report 2005. The growth of the net foreign Assets (NFA) 
as well as the net domestic assets (NDA) was the main factor which 
attracted the nature of expansion of broad money M3X to 11.3% during 
the period. in addition to the above ,the NDA growth of which exactly 
circumvented the ratio of 46% of broad money  indicated the increase  in 
the net domestic  credit ( NDC) mainly by 8.0% also on the other side as it 
is indicated by the CBK’s annual report 2005 the other items net 
decreased by 15%. 
 The Net foreign assets (NFA) growth contributed for 54% of broad money 
mainly due to the encouragement of the foreign exchange holding by all 
the commercial banks as well as the central bank of Kenya. 
Comparatively, the nature of growth of the net foreign assets (NFA) of 
commercial banks has encouraged the system of the export earnings into 
the economy on the other side the growth of the foreign exchange of the 
central bank of Kenya is due to the increased in the purchase mainly as 
well as US $ 76 Mn distribution from the international monetary fund 
(IMF). 
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 Table 45 
Performance of monetary aggregates during the July 2004-june 2005 
% 
  
  RM  M3X  
 Act Targ Act Targ 
2004 
june 
July 
august 
September 
October  
November 
December 
2005 
January 
February 
march 
April 
may 
June 
 
5.5 
11.9 
5.9 
9.8 
6.0 
7.2 
15.5 
 
13.5 
11.5 
8.2 
7.1 
4.1 
4.8 
 
-5.4 
10.1 
10.1 
10.5 
8.5 
8.5 
6.2 
 
7.7 
7.7 
7.7 
3.8 
3.8 
3.8 
 
12.9 
11.6 
13.9 
14.5 
14.3 
13.0 
13.2 
 
12.8 
13.3 
13.4 
12.2 
11.1 
11.3 
 
7.1 
12.2 
12.2 
12.2 
8.9 
8.9 
8.9 
 
8.8 
8.8 
8.8 
7.5 
7.5 
7.7 
 
Source; CBK annual report 2005 
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 Table 46 
 Money supply and its courses (Kshs bn) 
 
 jul-jun 
2002/03 
Act 
jul-jun 
2003-04 
Act 
jul-jun 
2004-
05 
Act 
jun 05 
targ 
Liability 
 Money supply 
M2   1* 
M3    2* 
M3X  3* 
Assets  2.1 +2.2 
2.1 net foreign 
Assets  4* 
CBK 
Banking institution 
2.2 net domestic 
Assets 2.21 + 2.22 
Domestic credit 
2.210+2.211 
2.210 government 
net 
2.211 private sector 
other public sector 
2.22 other Assets 
net 
Memorandum items  
Reserve money5* 
 
 
3500 
362.6 
419.4 
419.4 
 
 
104.4 
81.5 
 
22.8 
 
315.1 
 
383.5 
124.2 
259.3 
 
-68.5 
 
85.5 
 
 
394.5 
407.3 
473.4 
473.4 
 
 
119.7 
86.7 
 
33.1 
 
353.7 
 
430.1 
136.7 
293.4 
 
-76.5 
 
90.2 
 
 
430.2 
442.4 
526.8 
526.8 
 
 
148.4 
95.7 
 
52.8 
 
378.3 
 
466.3 
112.3 
354.0 
 
-87.9 
 
94.6 
 
 
 
439.3 
508.8 
508.8 
 
 
129.2 
95.7 
 
33.5 
 
379.6 
 
466.0 
148.8 
317.2 
 
-86.5 
 
93.7 
 
Source; CBK annual report 2005 
 
1*. Money supply, M2 is money supplied by CBK and commercial banks, it 
comprises current outside banking institutions other non banking 
institutions deposits wit the CBK, demand savings and lime deposits and 
certificate  of deposits  held by the private  sector and parastatals   with 
commercial  banks. It excludes deposit placement of the central and local 
government. 
 
2*Broad money, M3 comprises M2 and call 7 days savings  and time  
deposits as well  as certificates of deposits held by the private sector and 
parastatals with NBFI, M3 excludes deposit of both the central and local 
government with NBFFI and all cross deposits of both commercial bank 
and NBFIs 
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    3*Broad money M3X comprises M3 plus foreign currency deposits held by 
residents with banking institutions. 
4*NFA valued at constant exchange rate of Kshs. 78.95 to the US $ 
(September 30th 2001). 
5*Reserve money comprises currency in circulation & commercial banks 
balances held with the central bank. 
 
d) Domestic Credit   
 
The growth of the domestic  credit supply in the economy as it was being  
analyzed  by the central bank of Kenya’s annual report 2005, indicated 
that 7.8% growth as it was being compared with the previous year’s 12.8% 
(2004) by which  the nature of the credit supply to the government fall by 
19.3% as against target 8.9% during the year2005. On the other side the 
credit supply to private sector during the period grew by 20.8% as it may 
be compared with the targeted year growth at the rate of 8.9%.Hence, most 
of the credit growth  was in the  private household sector with more than 
60% and other sectors followed as analyzed in the table below:- 
Table 47 
 
 2004 
June 
Kshs  
bn 
Share 
% 
2005 
June 
 
Kshs  
bn 
Share 
% 
Ann
ual 
Ksh
s 
bn 
%  
Jun
e 
200
4/2
005 
% * 
Credit to other 
public sector 
Local government 
Parastatals 
Credit to private 
sector 
Agriculture 
Manufacturing 
Trade 
Building and 
construction 
Transport and comm. 
Finance  
Real estate 
Mining and quarrying 
Private house hold 
Consumer durable 
 
 9.2 
-1.4 
10.6 
 
284.2 
  26.7 
 53.2 
 49.5 
 
19.4 
19.2 
23.4 
19.9 
  2.0 
28.9 
  6.7 
 
  3.1 
-0.5 
3.6 
 
96.9 
  9.1 
18.1 
16.9 
 
6.6 
6.0 
8.0 
6.8 
0.7 
9.9 
2.3 
 
10.30.
   1.1 
11.4 
 
343.7 
 29.5 
 67.3 
51.5 
 
23.7 
26.7 
30.6 
23.6 
  2.1 
46.3 
  9.2 
 
2.9 
-0.3 
3.2 
 
97.7 
 8.3 
19.0 
14.5 
 
  6.7 
  7.5 
  8.6 
  6.7 
  0.6 
13.1 
  2.6 
 
1.1 
0.2 
0.9 
 
59.5 
  2.9 
14.1 
  2.0 
 
  43 
 7.4 
 7.2 
  3.8 
  0.1  
17.3 
  2.5 
 
11.8 
-16.9
8.1 
 
20.9 
10.7 
26.6 
  4.1 
 
21.9 
38.7 
30.6 
19.0 
  4.0 
60.0 
37.4 
 
1.8 
0.4 
1.4 
 
98.2 
  4.7 
23.4 
  3.3 
 
7.0 
12.3 
11.8 
  6.2 
  0.1 
28.6 
  4.1 
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business service 
Other activities 
21.8 
13.5 
7.4 
4.6 
32.6 
  0.7 
  9.2 
  0.2 
10.8 
-12.9
49.5 
-95.1
17.8 
-21.2
Total  1+2 293.4 100.0 354.0 100.0 60.6 20.6 100. 
 
 
* Distribution of annual change in credit to private sector and other public 
sector. 
Source: Central bank of Kenya annual report  
 
D) Reserve money  
 
Table 48 
Reserve money and it’s sources Kshs. BN2004-05 
 
 2004 
June 
2005 
June 
Change 
absolute 
Target 
June 
2005 
deviation 
1.net foreign Assets 
2.net domestic assets 
Government borrowing net 
Advances and discounting 
Other domestic assets net 
Reserve money 
Bank deposits at CBK 
Currency in circulation 
86.7 
  3.6 
18.3 
 -6.1 
 -8.5 
90.2 
27.6 
62.6 
95.7 
 -1.1 
  5.1 
 -5.3 
-0.8 
94.6 
27.2 
67.3 
  9.0 
 -4.7 
-13.2 
   0.8 
  7.7 
  4.3 
 -0.4 
  4.7 
 95.7 
  -2.0 
 19.1 
-18.3 
  -2.8 
  93.7 
  27.2 
  66.5 
   0.0 
   0.9 
-14.0 
 13.0 
   2.0 
   0.9 
   0.1 
   0.8 
 
Source central bank of Kenya annual report 2005  
 
From the above analysis as it was indicated by the central bank of Kenya’s 
annual report on reserve money, the nature of reserve money grew by 
4.8% to kshs.94.6 Billion mainly from Kshs. 90.2 billion during the 
previous year. The above so analyzed growth includes Kshs. 4.7 billion 
growth in currency in circulation as well as a decline in Kshs. 0.4 billion in 
deposits of the commercial banks and even non-banking financial 
institution. 
On the other hand, the nature of growth I reserve money in the year 2005 
was mainly encouraged by sound growth in net foreign assets of the 
central bank over the same period as it is indicated in the above table. 
The nature of net domestic asset of the central bank of Kenya performed 
poor as it is being analyzed in the table indicated   that there was 
discouragement in government deposits. Equally over the same the system 
of the net indebtedness of commercial banks to the central bank of Kenya 
decreased. 
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e) The performance criteria and bench marks under the monetary 
plan from the year 2004-2005 plan  
 
Table  
Performance of reserve money in Kshs. Billion 2004-2005 
 
 Dec
. 
200
4 
 Mar
. 
200
5 
 Jun
e 
200
5 
 
 act
ual 
targe Dev. Act. targ dev Act. Tar. Dev. 
Reserve money 
Commercial 
bank deposit 
NBFIs deposits 
Currency in 
circulation 
 Cash   
Cash outside 
bank 
97.7 
 
26.3 
0.1 
 
72.2 
8.2 
 
63.0 
93.0 
 
26.9 
1.0 
 
65.1 
7.2 
 
57.9 
4.7 
 
-0.6 
-0.9 
 
6.1 
1.0 
 
5.1 
94.2 
 
26.2 
0.1 
 
67.9 
7.8 
 
60.1 
93.3 
 
27.2 
1.0 
 
65.0 
7.3 
 
57.7 
0.9 
 
-1.0 
-0.9 
 
2.9 
0.5 
 
2.4 
93.9 
 
26.6 
0.1 
 
67.2 
7.7 
 
51.4 
93.7 
 
28.6 
0.1 
 
65.0 
7.3 
 
57.7 
0.2 
 
-2.0 
0.0 
 
2.2 
0.4 
 
1.7 
 
Source: central bank of Kenya annual report 2005 
 
From the above analysis as it was indicated by the central bank of Kenya’s 
annual report indicated that the monetary programme for the year the net 
foreign assets of the Central bank and even the ceiling mainly on reserve 
money were adjusted to be maintained on the ground of monthly averages 
during the quarters of 2004 and even that of 2005    as shown in the 
above table. In addition to the above, the goal for reserve money during the 
previous period 2004 was not obtained as it was observed during the 
quarters of 2005  
 
f) Net foreign assets (NFA) 
 
However the Net foreign assets of the central bank of Kenya of which was 
adjusted mainly for short falls to non-project budget plan support and 
even the external privatization were  generally attained during the quarters 
of fiscal year 2004/2005. On the other side the unencumbered nature of 
Net foreign asset of central bank of Kenya was more than the expected goal 
by Kshs. 8.6Billion as indicated in the table given below  
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Table 50  
Performance of encumbered NFA in Kshs. million December 2004 –
Jun 2005  
 
 Dec.2
004 
Mar.2
005 
June 
2005 
1.NFA program target 
2.Short fall in non-proj budget period 
3.Adjusted program target (1+2) 
4.Average NFA actual (un-cumbered) 
5. deviation (4-3) 
74408 
100 
74308 
82706 
8398 
78120 
4919 
73201 
77335 
4134 
89320 
10577 
787443 
89942 
11199 
 
Source central bank of Kenya annual report 2005  
 
 
3.38 Financing of the government of Kenya for industrial     
development  
 
According to the annul report of CBK (2005) indicated that during the year 
2004/ 2005 the nature of the government of Kenya’s budget  registered a 
great surplus main in the base of commitment as well as cash, 
comparatively after reducing the system of deficits of the year 2003/2004. 
In relation to the above, analysis, the exact budget deficit of the central 
government of Kenya based on the shadow of commitment fall from 3.5% 
of GDP during the fiscal 2002/2005 as indicated in the table below to the 
ratio 0.4% of GDP during the period 2003/2004, further of which was 
encouraged  an improvement of 0.3% of GDP during the fiscal year 
2004/2005. Equally, comparative, as it was indicated by the CBK’s annual 
report 2005, the cash budget resulted in a budget surplus of 0.1% of GDP 
of the fiscal year 2002/2003. However, good performance in the year 
2004/2005 encouraged by sound tax management which motivated 
growth in tax revenue, the nature of mitigated, as well as restrained 
system of government budget surplus during the period. The said good 
budgetary performance was exactly attained apart from the introduction of 
free primary education, growth in health care budget as well as increase in 
salaries for teachers and even more so mainstream civil servants of which 
motivated the nature of the government expenditure. 
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Table 51 
 
 Fy 
02/03 
Fy 
03/04 
Fy 
04/05 
 Over+ 
below- 
 Act. Act. Act. target  
1.Total revenue and grants 
Revenue 
Tax revenue 
Non-tax revenue 
Appropriations in Aid 
External grants 
2Total expenditure and 
net lending 
Recurrent expenditure 
Development expenditure 
3. Deficit on commitment
basis 1-2 
Deficit on commitment 
basis as % of GDP 
4. Adjustment to cash 
basis 
5. Deficit on cash basis 
 Deficit on a cash basis % 
of GDP 
6.discrepancy: 
expenditure(+) revenue (-) 
7. financing 
 Domestic net 
External net 
Capital receipts 
privatization 
Financing gap 
225.7 
210.8 
177.0 
13.6 
20.2 
15.0 
 
264.1 
220.6 
43.5 
 
-38.4 
 
-3.5 
2.7 
 
-35.7 
 
-3.3 
 
-1.0 
34.8 
46.9 
-12.1 
 
0.0 
0.0 
2709 
255.1 
205.5 
24.9 
24.6 
15.8 
 
275.6 
239.7 
35.9 
 
-4.7 
 
-0.4 
1.5 
 
-3.2 
 
-0.3 
 
-3.3 
-0.1 
8.8 
-8.7 
 
0.0 
0.0 
300.5 
283.7 
242.9 
27.9 
12.9 
16.8 
 
296.4 
 
298.6 
277.8 
230.8 
25.3 
21.8 
20.8 
 
331.7 
276.1 
55.0 
 
-33.1 
 
-2.6 
-0.3 
 
-33.4 
 
-2.6 
 
0.0 
33.4 
32.0 
1.2 
 
0.2 
0.0 
1.9 
5.9 
12.1 
2.7 
-8.9 
-4.0 
 
-35.3 
-23.9 
11.4 
 
- 
 
- 
- 
- 
 
- 
 
- 
- 
- 
38.7 
-1.7 
 
-0.2 
0.0 
 
Sources; Treasury report 2002, 2003, 2004 
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Chart 4 
 
Government budget performance 
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Sources; central bank of Kenya annual report 2005 
 
 
3.39 Revenue and grants  
 
The central bank of Kenya (2005), analyzed that the growth in tax revenue 
as well as the external grants grew due to encouragement of the 
resumption of IMF funding hence the total government revenue and even 
the grants grew to Kshs. 300.5 billion during the fiscal period from 270.9 
billion in the year 2003/2004. The tax revenue grew mainly by 18.2% 
(Kshs. 37.4 Billion) non tax revenue  grew by 3 billion as well as compared 
to other years grew by 1billion as compared to the years. 
 
Apart from the above, the shares of tax revenue went up to 80.8% of the 
total receipt during the fiscal year 2003/04  
According to the treasury’s annual report 2005  indicated that the total tax 
revenue collection during the period was Kshs. 12.1Billin of which was 
more than was targeted by the budget, also the non-tax revenue was Kshs 
2.7 billion  above the target of the budget. 
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The exact estimation in Aid (EIA) or Appropriation in AID (AIA) as well as 
the external grants did not attain the expected goal. However, the external 
grants indicated marginal growth in relation to the previous year, hence 
the appropriations in Aid decreased below the goal of the previous year. 
 
Chart 5 
Composition of revenue 
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 Note; Amount in Kshs billion 
 
Sources; 
Central bank of Kenya annual report 2005  
 
 
3.40 Expenditure and net lending  
 
Central bank of Kenya’s annual report (2005) analyzed that the nature of 
the expenditure and net lending of the government during the period grew 
to Kshs. 296.4 billion as compared with the Kshs. 275.6 billion during the 
previous year. 
The growth was encouraged by the increase mainly in the recurrent 
expenditure by Kshs. 12.5billion as well as 8.3bilion growth in the 
development expenses as it might be weighted against the target of the 
previous year. The said growth in recurrent expenses was mainly due to 
salaries and wages. Hence the growth in the government expenditure 
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reflects the growth in the development projects of the government. 
Following the government policy mainly in motivating the growth in the 
nature of the share of the development expenditure decreased to 85.1% 
during the fiscal year 2003/2004. In relation to the above, CBK’s annual 
report indicated that the development expenditure accounted for 14.9% of 
the whole share of the development expenditure of the year 2004/2005 
from 13.0% in the year 2004/2005. Actually the whole total government 
expenditure was 22.9% of GDP in the year 2004/2005 and it might be 
weighted with that of the year 22.8% of GDP in the year 2003/2004. 
 
Chart 6 
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Note; amount in Kenya shillings billion 
Source: central bank of Kenya’s annual report 2005  
 
 
Financing the Kenyan government 
 
The Kenyan government expenditure needed during the period 2004/2005 
amounted to Kshs. 26.2 billion a compared from 16.7 billion during the 
fiscal year 2003/2004. the financial plan during the fiscal year 2004/2005 
comprised of Kshs. 0.5 billion mainly to control the payment of external 
debt, the Kenya shillings 6.1 billion to improve government deposits at the 
central bank of Kenya Kshs. 4.3 billion to repay the domestic debt owned 
to the central bank as well as Kshs. 15.3 billion repay the debts of the 
domestic commercial banks. 
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Inorder for the Kenyan government to raise Kshs. 26.2 billion so that to 
attain the requirement of financing the expenditure the Kenyan 
government was influenced to borrow kshs.15.33 billion from the domestic 
commercial banks mainly by issuing the Treasury bond as well as bills 
with the main target of utilizing the budget surplus. 
The Kshs. 0.2bilion subjected for privatization proceeds during the fiscal 
year 2004/2005 was not raised (CBK’s) annual report (2005) through the 
system of domestic borrowing the Kenyan government was to finance the 
budget deficit during the fiscal year 1996/1997 since the borrowing was 
the main source of financing the government securities mainly form the 
commercial banks, non-banking financial institutions as well as the 
private individuals.  
 
 
3.41 Public debt  
 
From the table given below as it was analyzed by the central bank of 
Kenya as well as treasury’s annul report 2005 clearly indicated that the 
whole public and publicity guaranteed debt was kshs.745.0 billion at the 
end of June 2005 as it may be weighted as against that of Kshs. 
745.4bilion in June 2004, hence as in the form of ratio GDP it fall to 
62.9% from 63.9% in the months of June 2004 ad June 2003 as well as 
57.6% during the year 2005. The main reason for the fall in the public 
debt GDP ratio s it was indicated above was due to the fall in the nature of 
the public debt stock, couplet with growth in GDP.  
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Table 52 
Public debt (Kshs. BN) 
 
 June  
Kshs 
bn 
2003 
% 
June 
Kshs  
bn 
2004 
% 
June 
Kshs 
2005* 
% 
Domestic debt 
Securitized debt 
Treasury bills 
Of which repo+bills 
Treasury bonds 
Government stocks 
Non-securities debt 
Overdraft/advances 
Non-interest bearing debt 
Total domestic debt 
(as a % of total debt) 
External debt** 
Bilateral  
Multilateral 
Comm. banks 
Export credit 
Total external debt 
As a % of total debt 
Total public debt 
As a %  of GDP 
268.4 
105.7 
27.0 
161.5 
1.1 
21.0 
11.1 
9.9 
289.4 
41.6 
142.6 
233.8 
3.6 
27.0 
407.1 
58.4 
 
696.5 
 
63.9 
 
92.7 
36.5 
9.3 
55.8 
0.4 
7.3 
3.8 
3.4 
 
100.0 
 
35.0 
57.4 
0.9 
 
 
6.6 
 
100.0 
 
289.6 
99.8 
36.9 
188.6 
1.1 
16.7 
16.7 
0.0 
306.2 
40.9 
162.9 
260.7 
2.9 
16.7 
443.2 
59.1 
 
749.4 
 
62.0 
 
94.6 
32.6 
12.0 
61.6 
0.4 
5.4 
5.4 
0.0 
 
100.0 
 
36.8 
58.8 
0.7 
 
 
3.8 
 
100.0 
 
302.3 
107.8 
35.9 
193.4 
1.1 
13.3 
13.3 
0.0 
315.6 
42.4 
155.3 
253.2 
3.2 
17.7 
429.4 
57.6 
 
745.0 
 
57.6 
 
95.8 
34.2 
11.4 
61.3 
0.3 
4.2 
4.2 
0.0 
 
100.0 
 
36.2 
59.0 
0.7 
 
 
4.3 
 
100.0 
 
 
 
 
*Provisional 
**External debt stock revised for June 2003 & 2004  
 
Source: Central bank of Kenya treasury 
 
The growth in the nature of the public debt during the fiscal year 2005 
was mainly due to sound performance of government securities (treasury 
report 2005) of which grew to Kshs. 315.6 billion as from Kshs 289.4 of 
the previous year, hence there was a fall in GDP ration to 25.4% as from 
26.6% during the same previous year. comparatively, treasury bonds was 
the highest of which includes the system in which the Kenyan government 
plans its domestic credit from short dated treasury bills was 35.8% of the 
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government security while on the other side the treasury bonds comprised 
of 64.2% 0f the government securities during the period 2005. 
Treasury’s annual report (2005) analyzed that  there was a fall in the 
average maturity of the treasury bill to 1 year 10 months during the period 
as from 2 years 2 months during the previous year because of increase in 
the stock of treasury bills, hence the treasury bills grew to Kshs 107.8 
during the fiscal year 2005 as from 99.8 billion of the previous  year, on 
the other side CBK’S annual report(2005) indicated that the treasury  
bonds grew to Kshs 193.4 billion in the fiscal year 2005 as from Kshs 
188.6 billion of the previous year. 
Analytically, the investor’s choice mainly for short-dated treasury bonds 
encouraged the nature of short averaged maturity of government 
securities. It was also analyzed by the CBK’S annual report (20045) that 
the treasury bonds of 1 year as well as 2 year tenor grew to Kshs 55.6 
billion during the year as weighted with that of the previous year of Kshs 
37.6 billion, however a fall in the treasury bond mainly with a tenor of 3 
years up from Kshs 151 billion (80.8%) of the total bonds during the fiscal 
year 2004 to Kshs 137.7 billion in the year 2005, Equally there was a 
growth in the treasury bonds of 5 years tenor and more in the outstanding 
bonds to 43.3% at the end of the year 2005 as compared with 42.3% at the 
end of the previous year. In addition to the above the treasury ‘s annual 
report 2005, indicated that there was a fall in the 190 year bonds mainly 
from 4.6% of the outstanding bonds of 2004 to 4.5% during the year 2005. 
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Table 53 
Outstanding stock of treasury bills by holders Kshs billion June 2003-
June 2005 
 
Holders June 
Kshs 
   
2003 
   % 
   
June 
    
Kshs 
2004 
% 
June 
Kshs 
2005 
% 
Banking institutions 
Central bank 
Commercial banks 
NBFIs 
Insurance cos. 
Parastatals 
Of which NSSF 
Building societies 
Others 
Total 
  63.2 
  27.0 
  35.2 
    1.0 
    5.9 
    6.2 
    1.8 
    0.2 
  30.2 
105.7 
59.8 
25.5 
33.3 
  0.9 
  5.5 
  5.8 
  1.7 
  0.2 
28.6 
100 
79.0 
36.9 
41.0 
  1.1 
  4.9 
  4.9 
  0.9 
  0.0 
11.0 
99.8 
79.1 
37.0 
41.1 
  1.1 
  4.9 
  4.9 
  0.9 
  0.0 
11.1 
100.0 
68.7 
35.9 
31.9 
  0.9 
 7.7 
 6.9 
 0.1 
 0.2 
24.4 
107.8 
63.7 
33.3 
29.5 
  0.8 
  7.1 
  6.4 
  0.1 
  0.2 
22.6 
100.0 
 
 
 
Sources; central bank of Kenya annual report 2005 
 
Table 54 
Outstanding stock of treasury bonds by holder 
 
Holders June 
Kshs 
2003 
% 
June 
Kshs 
2004 
% 
June 
Kshs 
2005 
% 
   
          
Banking institutions 
Central bank 
Commercial banks 
NBFIs 
Insurance cos. 
Parastatals 
Of which NSSF 
Building societies 
Others 
Total 
79.1 
0.0 
77.0 
2.1 
20.6 
7.2 
0.8 
1.9 
52.8 
161.5 
48.9 
0.0 
47.6 
1.3 
12.8 
4.5 
0.5 
1.2 
32.7 
100.0 
89.0 
0.0 
86.9 
2.1 
26.6 
15.9 
2.8 
2.5 
54.5 
188.6 
47.2 
0.0 
46.1 
1.1 
14.1 
8.4 
1.5 
1.3 
28.9 
100.0 
86.5 
0.0 
84.4 
2.1 
26.1 
16.6 
2.8 
2.7 
61.5 
193.4 
44.7 
0.0 
43.6 
1.1 
13.5 
8.6 
1.4 
1.4 
31.8 
100 
   
 
Sources; The central bank of Kenya’s annual report 2005 
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3.42 Domestic services; 
 
 The fall in domestic borrowing in then year 2005 decreased the nature of 
payment of the interest to Kshs 22.3 billion as  from 23.3 billion attaining 
the targeted domestic borrowing was mainly due to poor performance of  
the treasury bill auctions during the period of the nature of growth of the 
government revenue of which discourage browning system. 
 
3.43 Public and guaranteed external debts 
 
The central bank of Kenya’s annual report (2005), shows that the nature of 
the external debt falls to Kshs 429.4 billion as compared with that of the 
previous year of Kshs 443.2 billion. The main reason of such fall was due 
to the repayment of Kshs 7.63 billion as well as the revaluation of Kshs 
12.99 billion disbursement during the period, of which included Kshs 7.04 
billion and even 5.95 loans of the international monetary fund (IMF) 
Comparatively, the ratio of the external debt as it may be analyzed fall to 
55.9% to 55.3% in the periods of 2004 and 2005 respectively 
 
Distribution of external public debt 
 
 
 
 June 
2001 
% June 
2002 
% June 
2003 
% June 
2004 
% June
2005 
% 
Bilateral 
Multilateral 
Comm. loans 
Export credit 
Total 
132.3 
228.5 
 
29.4 
 
3.8 
393.9 
33.6 
58.0 
 
7.5 
 
1.0 
100 
130.0 
222.5 
 
24.0 
 
1.3 
377.7 
34.4 
58.9 
 
6.4 
 
0.3 
100 
142.6 
233.8 
 
3.6 
 
27.0 
407.1 
35 
57.4 
 
0.9 
 
6.6 
100 
162.9
260.7
 
2.9 
 
16.7 
443.2
36.8
58.8
 
0.7 
 
3.8 
100 
155.3 
253.2 
 
3.2 
 
17.7 
429.4 
36.2 
59.0 
 
0.7 
 
4.1 
100 
 
Sources; Central bank of Kenya annual report 2005     Treasury    report 
2005 
*provisional 
 
External debt service 
 The Kenya government’s external debt during the fiscal year 2005 
amounted to Kshs 15.9 billion as it may be compared with that of Kshs 
27.7 billion during the previous year as it has been analyzed by the CBK’S 
annual report 2005. The above analyzed declined in the external debt was 
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mainly due to the nature of rescheduling  of more than 26.0 billion Kenyan 
shillings up to the year 2006. Comparatively said total external debt 
circumvented more than 5.6% of the Kenyan total revenue as it was being 
compared against that of 10.9% of the previous year 2004. Hence the 
nature of the external debt has equally fallen mainly due to the value of 
exports which has grown. Comparatively the main composition of the 
external debt of the Kenyan government was the repayment of Kshs. 7.5 
billion the central government debt as well as the Kshs. 0.9 billion of the 
government guaranteed debt ad even the 0.9 billion repayment of the 
international monetary fund and even the payment of the interest of Kshs. 
6.5 billion and also Kshs. 0.1 billion on debt with the IMF. 
  
3.44 Inflation control 
 
According to the analysis of the central bank of Kenya’s annual report 
2004 and 2005 indicated that, the average overall annual inflation grew 
from 8.2% during the year ending June 2005 to 15.0% June 2005.  In 
addition to the above as it was also analyzed by the central bureau of 
statistics (CBS 2005) that the overall month on month inflation grew 
mainly to more than 11.0% from 5.9% during the year 2005. 
Comparatively during the same period the analyzed inflation of the three 
months indicated down ward trend to 9.0% from 18.0% of which motivated 
the sense  of softening inflationary pressure towards  the end of 2005 on 
the other side, the said month on month inflation grew to 5.8% during the 
year ended 2005 as it was being weighted against that of the previous year 
2004, 3.1% of which was above the objective of monetary policy’s 5.0% 
target hence inflation maintained at the level of 3.1%-6.4% over the period 
ended 2005. 
The central bureau of statistics (CBS) 2005, analyzed that in relation to 
the twelve months of inflation the weighted average annual underlying 
inflation grew to 5.0% during the year ended 2005 as it was compared 
with that of 25% of the previous year. Also the relatively low as well as 
steady underlying inflation during the period indicated the objectives of  
the monetary policy of the central bank of Kenya of which exactly  
motivated the stability of the overall month on-month inflation during the 
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period. Equally the above said month-on-month inflation in the month of 
September 2004 started indicating downward trend and during the end of 
the month of June 2005 month –on-month inflation dropped to 5.79% 
 
 
Month-on-month inflation% 
 
 Jun. sep oct nov dec jan feb mar apr may june
Overall 5.9 18.2 18.2 16. 16.3 14.8 16 14.2 16 14.8 11.9
Underlying 3.1 4.9 4.9 4.9 4.9 4.9 5.9 5.3 5.9 6.4 5.7 
 
 
 
Sources; 
Central bureau of statistics 2003, 2004, 2005 
Central bank of Kenya 2003, 2004, 2005 
 
3.45 Inflation by category of goods and services 
 
The central bureau of statistics (CBS 2005) indicated that out of the group 
of ten of various good and services surveyed, seven of it realized low and 
stable inflation, on the other side, more than two circumvents double digit. 
However during the year 2004, the inflation growth was highly indicated 
on the side of prices of food, energy, transport and communication and 
even other goods and services. Comparatively, the food and drink index 
gained growth of 16% from 181.9 during the month of July 2004 to 211.0 
in the year 2005. Hence, the analyzed growth in food and drinks prices 
during the period June 2005 indicated shortage of basic foodstuffs mainly 
during the month of February and March 2005. In addition to the above, 
due to poorly distributed rainfall as well as delayed rains and even more so 
shortage of sugar distribution during the said period contributed to the 
same.  
In relation to the above, comparatively food and drink index contributes 
for more than 50% of the overall CPI, then the effect in food prices 
generally holds a correspondingly greater impact on overall inflation in the 
economy. Then from the above analyzed changes in food prices holds a 
huge impact in overall inflation in the economy during the year 2005. Also 
descriptively it can be analyzed that the nature of increase in oil prices in 
the world resulted to changes in the increase in the fuel as well as owner 
prices mainly paraffin and electricity. In relation to the above, transport 
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and communication prices more so that of diesel, petrol both air, road, as 
well as railway increased with the  same increase in the global  oil prices. 
However during the year 2005 food as well as fuel and power inflation 
grew from 7.9% to 28.7% comparatively transport and communication 
inflation dropped to 4.5% in the year 2005 from 21.3% in the previous 
year. 
 
Goods and services category weights:- 
 
 
1. Food and soft drinks                             50.9% 
2. Personal goods and services   2.4% 
3. REc and education      6.0% 
4. Transport and communication    5.7% 
5. Medical goods and services     1.6% 
6. Household goods and services   5.8% 
7. Fuel and power      4.2% 
8. Housing       1.7% 
9. Clothing and footwear     9.0% 
10. Alcohol and tobacco     3.0% 
 
 
Source: central bureau of statistics (CBS) 
Central bank of Kenya annual reports 2002-2005 
 
 
3.46 Distribution of the inflation impact  
 
According to the analysis of the central bank of Kenya’s annual report 
2005 indicated that the Nairobi lower income group gained the greatest 
incidence of inflation during the period 2005 of which circumvented an 
increase of 14.2% as compared with that of 5.1% of the previous year. 
Hence the inflation under  analysis for the Nairobi income group of which 
mainly was combined with the Nairobi lower and mainly from 5.1% during 
the year ended June 2004, however considering the Nairobi upper income 
group inflation grew to the level of 11.0% from 5.4% during the 
comparative periods. Finally inflation in the whole Kenyan income group 
grew to 10% during the year 2005. 
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3.47 INTEREST RATES CONTROL  
 
Since the year 2000 the nature of interest rate in the Kenyan economy 
continued to grow. Apart from the nature of commercial bank’s average 
rates all other interest rates grew mainly between the year 2000-2005 as it 
has been analyzed by the central bank of Kenya’s annual report (2005) in 
addition to the above the nature of interest rate mainly on the 91 day 
treasury bill grew from 2.0% to 8.5% between the year ended June 204 
and June 2005. On the other side, the central bank of Kenya’s annual 
report 2005 indicated that the average interest rate on the 182 day 
Treasury bill grew from 3.2% to 9.0% during the period ended June 2004 
to June 2005. However when I am comparing the relationship between 
interbank rate the average interbank rate grew from 13% to 7.4% during 
the period ended June 2004 to June 2005, as it has been analyzed by the 
central bank of Kenya’s annual report 2005, compared with other year‘s 
mainly since the start of the new century (2000) to 2005 the nature of the 
commercial banks average lending rate maintained a continues growth 
rate of which grew up to 13.09% from 12.17% during the period ended 
June 2004 to June 2005 between the above two period s under study the 
lowest rate was 11.97% while on the other hand the highest rate was 
13.12%. In comparing the nature of lending of the commercial banks the 
said commercial banks lending rates mainly apart from the 1 to 5 year 
loans of which declined to 13.8% from 14.4% over the same period June 
2004 to June 2005 in addition to the above the nature of the interest rate 
on an overdraft of the commercial banks grew form 10.7% to 13.8% during 
the period ended June 2004 to June 2005. Equally the lending  rate for 
more than 5 years loan grew form 11.5% to 11.9% during the year 2004 
June to 2005  June. On the side of the amount deposited with the bank 
the average deposit rate grew from 2.2 % to 4.2% during  the year ended 
June 2004 and June 2005 the main reason as to why the said mentioned 
can encourage  growth in the above said period was due to the growth in 0 
to 3 months and also over 3 months deposits rates  comparatively the 
period under consideration the nature of the interest rate grew mainly 
from 2.1% to 5.2% on 0 to 3 months deposits during the  period ended 
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June 2004 to June 2005. In relation to the above the nature of the interest 
rate on more than 3 months deposits grew from 3.3% to 6.18%. On the 
other side the above analyzed the said growth was mainly on the average 
rate on demand deposits comparatively which was 1.0% during the year 
ended June 2005 as against that of 0.5 in the year ended June 2004 also 
in relation on that, the average interest rate on the saving deposits grew 
from 1.0% to 1.2% during the year ended June 2005.  
In general from the above analysis it can be weighted that the said growth 
in the nature of the average deposit rate motivated the reduction of the 
interest rate from 97% to 8.88 during the period under consideration i.e. 
year ended June 2004 to June 2005. 
 
 
 3.48 BALANCE OF PAYMENTS  
 
The central bank of Kenya’s annual report 2005 analyzed that the overall 
balance of payments grew form US $ 41Million to 212 Million in the 
financial year ended June 2004 to June 205. The above said was 
motivated by the growth in short term capital flows into the Kenyan 
economy. However, due to the above said short term capital flow into the 
economy it encouraged a surplus of the capital and financial accounts to 
1299 million US $ and during the finical year ended June 2005. According 
to the analysis of the central bank of Kenya’s annual report indicated that, 
the current account experienced deficit of which amounted to US $ 1087 
million (6.5% of GDP) from us $ 157 million (1.1% of GDP) during the 
period ended June 2005 and June 2004. Since the beginning of the year 
encouraging the Above, deficit in the current account was mainly due to 
the increase in the nature of the trade deficit of which during the year 
ended June 2005 stood at US $ 2,332 million in the fiscal year. 
As it has been analyzed in the table indicated below, the nature of earning 
from non-factor services of which was involving tourism experienced 
continuous growth during the said period of which encouraged the growth 
in the surplus hence stood at US $ 1235 million of which cannot be able to 
offset the said widening of the trade deficit as it was analyzed early on. 
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Table 57  
Balance of payment (US $ MILLION)* 
 
Item Year 
to  
June 
2004 
Q1 
Jul.-
Sep 
Q2  
Oct-
Dec
. 
Q3 
Jan-
Mar 
Q4  
April
-
June 
Year 
to 
 
2005 
Absolute 
change 
 Overall balance 
i)Current account 
Goods 
Export (fob) 
Coffee 
Tea 
Horticulture 
Oil products 
Manufacturing 
goods 
Raw materials 
Re- export 
Others 
Import(cif) 
oil 
chemicals 
manf.goods 
mach. and tran.eq 
other 
services 
non- factor services 
(net) 
of which tourism 
income net 
of which official 
interest 
current transfers 
private( net) 
public (net) 
capital and financial 
accounts 
capital transfer (net) 
financial account 
official, medium  and 
long term  
inflows 
outflows 
private, medium and 
long-term 
commercial banks 
(net) 
   170 
-157 
-1324 
2509 
82 
444 
387 
4 
 
23.7 
358 
637 
358 
3832 
963 
673 
590 
908 
699 
1167 
 
532 
404 
-109 
 
-85 
744 
679 
65 
 
327 
154 
174 
 
-220 
177 
-397 
 
-140 
 
-130 
-65 
-164 
-1438 
670 
20 
101 
96 
5 
 
88 
86 
180 
93 
1107 
314 
186 
179 
269 
160 
273 
 
151 
122 
-28 
 
-22 
150 
150 
0 
 
100 
42 
57 
 
-48 
30 
-77 
 
-60 
 
-44 
234 
-79 
-452 
717 
17 
117 
110 
9 
 
76 
110 
176 
103 
1168 
274 
199 
175 
250 
272 
373 
 
223 
151 
-37 
 
-19 
187 
187 
0 
 
313 
26 
287 
 
-49 
28 
-76 
 
24 
 
40 
-134 
1327 
-518 
831 
23 
125 
105 
15 
 
78 
108 
208 
168 
1349 
286 
231 
210 
268 
354 
191 
 
188 
109 
-23 
 
-27 
97 
97 
0 
 
193 
62 
131 
 
-58 
32 
-90 
 
-409 
 
-388 
176 
-517 
-914 
850 
55 
126 
112 
9 
 
93 
102 
202 
150 
1765 
342 
185 
212 
712 
314 
397 
 
244 
126 
-9 
 
-12 
162 
162 
0 
 
693 
141 
552 
 
-31 
13 
-44 
 
529 
 
143 
212 
-1087 
-2322 
3067 
115 
469 
423 
38 
 
385 
406 
767 
515 
5389 
1215 
799 
776 
1499 
1100 
1235 
 
736 
498 
-97 
 
-80 
595 
595 
0 
 
1299 
272 
1027 
 
-186 
102 
-288 
 
84 
 
-248 
41 
-930 
-998 
558 
33 
25 
35 
33 
 
97 
49 
130 
157 
1557 
252 
126 
187 
591 
401 
68 
 
205 
95 
12 
 
5 
-145 
-84 
-65 
 
971 
118 
853 
 
35 
-75 
110 
 
225 
 
-118 
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other private, 
medium and long 
term 
short term and 
errors and omission 
(net) 
gross reserves 
officials 
imports cober*** 
commercial banks 
 
 
-10 
 
534 
(net) 
1939 
1399 
3.7 
540 
 
 
-16 
 
164 
 
1906 
1309 
3.3 
597 
 
 
-16 
 
311 
 
2078 
1519 
3.6 
560 
 
 
-21 
 
598 
 
2358 
1436 
3.2 
922 
 
 
386 
 
54 
 
2327 
1587 
3.1 
740 
 
 
333 
 
1128 
 
2327 
1587 
3.1 
740 
 
 
343 
 
594 
 
388 
188 
0.6 
200 
 
• revised to reflect the new  BOP presentation format 
• * * provisional 
• * * * in months of goods and non factor services 
• sources central bank of Kenya annual report 2005 
 
3.49 Trade in goods and services 
 
a) merchandise account 
 The merchandise account has not been improving since the year 1990s 
as well as the year of 1990s during the experience of the financial crisis 
globally. 
However, the merchandise  account as it has been analyzed by the 
central bank of Kenya’s annual report 2005, indicated that the 
merchandise account has been declining by US$ 998 million to a great 
deficit of more than US $ 2322 million during the year ended June 
2005 as compared with that of the previous year US $ 1324 million. 
However, the main reason as to why the above was happening was 
mainly due to the growth in the sub-sector of imports of US $ 1557 
million of which was more than the growth in export mainly of US $ 
558 million during the period. Import of machinery and transport 
equipment was the leading by US $ 1499 million. Also the import of oil 
grew to around US $ 125 million as from U $ 252 million during the 
year 2004/2005. Comparatively, the import of machinery and transport 
equipment including the import of petroleum products contributed to 
more than half of all the merchandise trade during the fiscal year 
2004/2005. 
 in addition to the above, according to the annual report of the customs 
& excise department (2005) indicated that  there was a growth in the 
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import of chemicals and manufacturing goods of which increased by US 
$ 126 million and US $ 187 million to US $ 799 million and US $ 776 
million during the period. Also miscellaneous imports of which included 
palm oil and other items like wheat, maize, textiles, tobacco etc. grew to 
US $ 1,100 million, equally, the import of industrial products, road 
vehicles .Telecommunication as well as sound recording equipment 
improved over the same. 
The nature of export earning during the period under consideration 
grew by more than US $ 558 million, by which the export of 
manufactured goods circumvented the greatest share and then followed 
by others like raw material horticulture, coffee, oil products as well as 
tea. In relation to the above, the custom and excise department’s 
annual report (2005) indicated that, the manufactured goods exported 
grew by US $ 335 million during the fiscal year, while the nature of 
earning from the above others like raw materials, horticulture, coffee, 
oil products as well as tea circumvented a growth of US $ 49 million, 
US $ 35 million US$ 33 million, US $ 33 million, US $ 25 million 
growth in export of other manufactured goods like iron, steel and 
others. In relation to raw materials, it comprises of mainly the crude 
animals as well as that of the vegetable materials. The horticulture 
products grew by 11.3% of which was considered to offset the analyzed 
marginal fall in export volume of which encouraged growth in export 
value to US $ 423 million during the fiscal year 2004/2005 as 
compared with that of the previous  year of US $ 387 million. On the 
other side, the value of coffee export during the period under 
consideration fall to 52,000 as from that of 54, 000 tonnes during the 
period 2003/2004, Actually the coffee exports prices grew to more than 
42.8% or 2108 dollars per tonne of which motivated the growth in 
volume of coffee export as compared with other periods to US$ 115 
million from US$ 82 million during the period 2004/2005. 
Tea export indicated a growth to US $ 469 million, due to the motivated 
growth in the volume to 283,000 tonnes as from 264,000 tonnes during 
the previous period. Hence the average price of tea fallen to US $ 1683 
per tonne of the previous year. Finally the export of Agricultural 
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products mainly that of tea, horticulture as well as that of coffee 
contributed for more than third of the total export of Kenyan economy. 
Under close examination, the nature of the re-export improved highly of 
which contributed for more than of the total merchandise export value 
during the fiscal year under consideration. Hence according to the 
analysis of the customs and excise department annual report 2005 
indicated that total amount of re-export from Kenya grew to US $ 767 
million as compared to that of the previous year of 130 million by which 
oil machinery and transport equipment and manufacturing goods 
circumvented the share of 80.5%, 5.9%,4.5% 3.7% and 5.4% during the 
period under examination. 
 
 (b)Services Account 
 
Services sector is one of the most important sectors in the Kenyan 
economy. During the fiscal year 2005, according to the ministry of 
tourism’s annual report (2005) indicated that the tourism sector is one of 
the most important growing sector in the Kenyan economy. The central 
bank of Kenya’s annual report (CBK 2005) analyzed that earning from 
tourism and other non-factor service grew by 38.5% (US $ 736 Mn). 
Comparatively since early 1990s to the year 2000, as well as early 2005, 
service sector, hence tourism earning grew from  US $  95Mn to US $ 
498mn during the period of which indicated that there was an improved 
nature of tourist arrival into the country mainly by 31% to 754,000 during  
the period under study, comparatively the system of receipt mainly from 
the transportation service sub-sector also grew by US $ 72mn on the other 
side, the Kenyan government as well as the private sector service receipt 
grew by more than US $ 17 Mn and US $  63mn during the year. 
 In addition to the above, in the other sub-sector income account, the 
nature of the interest earnings on official foreign exchange reserve grew to 
more than US $ 41 Mn as it may be weighted with the US $ 33mn in the 
previous year 2004. Hence the system of the foreign interest payments 
indicated a downward trend of US$ 63 Mn paid by the private sector. Also 
on the side of the current transfer, like cash transfer and gifts to the 
Kenyan government as well as the private sector indicated a fall by US $ 
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149mn to US $ 595 Mn   as compared that of the previous year’s US $ 744 
Mn. Then the exact net basis, non-factor service as well as income account 
grew by US $ 205 Mn and US $ 12 Mn, while on the other hand as   
indicated the current transfer account fall to US $ 149 Mn of which 
indicated an encouragement in net growth of US $ 68 Mn in the service 
account during the fiscal year 2005. 
 
(c) Capital and financial flows 
 
The nature of capital flows as well as the financial flows into any economy 
is very much important lubricant for the industrial development. However, 
during the year 2004/2005 as it was analyzed by the central bank of 
Kenya’s annual report (2005) indicated that the current accounts deficit 
was highly financed by growth in surplus mainly in the capital and 
financial account of which grew to US $ 1299 Mn from U $ 327 Mn during 
the 2003/ 2004 as well as the 2004/2005. Capita account surplus grew to 
US $ 272mn during the year ended June 2005 from US $ 154 Mn in the 
previous year ended June 2004. The main reason as to why the said 
increase was experienced was mainly due to the Kenyan government’s 
desire to improve the nature of the project grants .The analyzed long term 
loans mainly distributed to the public sector of which comprises of project 
loans as indicated in the previous table indicated a fall of US $ 177 mainly 
to US $ 102 Million during the year ended June 2005. However the private 
medium as well as long term financial inflows grew from US $114 Million 
to US $ 468Million   during the year 2004/05 out of the above analyzed as 
indicated in the above table, US $ 411 Million indicated the nature of the 
financing of the purchase of the aircraft by the Kenyan airways, while on 
the other hand the short term capital inflows grew to US$ 1128 Million as 
it may be compared   with that of the previous years US $ 397 Million in 
the previous year 2003/04. 
 
The above analyzed decline of the foreign loans was mainly due to the 
nature of rescheduling  of Paris club debt of which circumvented  an 
equivalent amount to the U $ 124Million hence during the year  ended 
June 2005 as it was being compared with that of the previous year ended 
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June 2004 US $ 35 Million over the same . In relation to other years since 
early 80’s during the year ended June 2005, the nature of demand for the 
imported goods as well as the economic activities indicated a growing 
trend of which motivated the commercial banks to improve as well as 
increase the nature of net foreign assets mainly by US $ 248 Million 
during the above period under study as it may be compared with that of 
the previous year of US$130Million. 
Hence in relation to the above analyzed evidences, the official as well as 
the private medium and long term accounts grew by US $ 35 Million as 
well as 5 Million and on other side the short term capital account grew by 
US $ 594 Million hence in the combination results to a great surplus in 
the financial account of US $ 1027 Million during the year ended June.  
 
3.50 Direction of trade 
 
 Trade is very much important as it encourages economic development in 
the country. In the global trade African countries  circumvented  Kenya’s 
merchandise exports up to around 48% and the remaining  52% is 
absorbed by the rest of the world while on the other side also,  Kenya 
import it’s good from Europe as well as middle east . The main countries 
in which Kenya exports it’s products are Uganda 17%, United Kingdom 
10% Tanzania 8% Netherlands 8%, Pakistan 5% Democratic Republic of 
Congo 4% Rwanda 3% and Sudan 3% on the other side the main countries 
in which Kenya’s merchandised imports are United Arab Emirates 12% 
United states of America 11% United Kingdom 10% South Africa 9% Saudi 
Arabia 9% Japan 6% India 5% China 4% Germany 3% and France 3%. 
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Table 58  
 Kenya’s export main countries US $Mn 
 
Destination countries  Year ending   
 June 2003 June 2004 June 05 
Uganda 
Tanzania 
DRC 
Rwanda 
Sudan 
Egypt 
Others 
Total (Africa) 
UK 
Nether land 
Pakistan 
Germany 
France 
USA 
 India 
UAE 
Belgium 
Others 
Total export 
  399 
  193 
    61 
    60 
    54 
    75 
  241 
1083 
  269 
  164 
  114 
    68 
    33 
    35 
    30 
    31 
    28 
  471 
2326 
  432 
  191 
    78 
    79 
    51 
    82 
  232 
1144 
  267 
  204 
  122 
    62 
    45 
    47 
    38 
    26 
    31 
  523 
2509 
 535 
 234 
 132 
   94 
   86 
    82 
  309 
1473 
  306 
  234 
  162 
    64 
    61 
    60 
    54 
    42 
    38 
  575 
3067 
 
Sources; Central bank of Kenya’s annual report 2003, 2004, 2005  
Table 59 
Kenya’s imports main sources countries US $ Mn 
 
 June 2003 June 
2004 
June 
2005 
South Africa 
Egypt 
Tanzania 
Swaziland 
Uganda 
DRC 
Other (Africa) 
Total 
UAE 
USA 
UK 
Saudi Arabia 
Japan 
India 
China 
German 
France 
Others 
27.1 
52 
  14 
  23 
  16 
    6 
  58 
440 
371 
256 
257 
235 
233 
190 
  95 
142 
119 
998 
357 
  80 
  18 
  34 
    8 
    1 
  73 
571 
458 
148 
253 
 350 
 271 
  248 
  117 
  144 
  140 
1133 
487 
 77 
 32 
 32 
  24 
  15 
  65 
733 
 650 
 579 
 536 
 467 
 319 
 290 
 203 
 175 
  157 
1280 
Total import 3338 3832 5389 
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 Sources;  
Central bank of Kenya’s annual report 
2003, 2004 2005, 
 
3.51 Kenya’s Trade Structure  
 
Kenya’ trade structure indicated a falling structure manly with that of the 
old trading European partners as well as the United States of America 
mainly to encourage that of the African and even Asian countries.  
The nature of trade mainly between Kenya and its partner European 
countries has been highly controlled mainly the European union of which 
declined by 31.4% of the trade composition in 1999-2001 to 29.5% during 
the years 2002-2004. 
Comparatively, the system of trade with American was also highly 
controlled by USA of which also fall to 3.7% from 6.0% during the said 
period. 
Trade with other African countries indicated a growing trend from 23.4% 
to 26.4% during the period 1999-2001 as well as 2001-2004 as it has been 
analyzed by the central bank of Kenya’s annual report (CBK 2005). The 
trade with Asian countries also grew from 35.8% to 36.4% of which was 
motivated with the growth in trade with the far East countries from 18% 
during the year 1999-2001 to 20% in the year  2002-2004 as it has been 
depicted in the chart below;  
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Chart 7 
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   Kenya’s trade structure total trade in million Kshs 
                                            Total trade in bn Kshs 
 
          
Year 1998 1999 2000 2001 2002 2003 2004   
Europe 
West Europe 
EU 
Others 
East Europe 
America 
USA 
Others 
Africa 
EAC 
Tanzania 
COMESA 
Others 
Asia 
Middle East 
Far east 
Australia & 
oceanic 
All other 
countries 
Grand tatal 
107.4
104.7
100.7
4.0 
2.6 
22.8 
19.6 
3.2 
75.0 
35.9 
16.7 
39.4 
19.5 
102.1
40.7 
61.4 
 
2.3 
 
9.4 
319.0
109.6 
105.1 
101.1 
4.5 
3.9 
22.3 
16.0 
6.3 
79.6 
35.7 
14.2 
43.1 
22.1 
111.8 
48.5 
63.3 
 
3.5 
 
2.2 
329.0 
126.1 
120.4 
115.7 
4.7 
5.7 
18.4 
12.9 
5.5 
84.7 
36.7 
12.0 
49.9 
22.8 
144.9 
80.1 
64.8 
 
3.3 
 
5.0 
382.3 
121.1
119.0
112.0
7.0 
3.0 
49.8 
42.4 
7.4 
104.3
44.8 
14.1 
65.6 
24.5 
155.2
77.8 
77.4 
 
4.3 
 
2.2 
437.7
138.3
135.3
128.9
6.4 
3.0 
23.3 
18.0 
5.2 
112.0
46.9 
15.0 
68.7 
28.2 
143.9
58.4 
85.5 
 
2.6 
 
7.0 
427.0
134.2 
127.0 
119.0 
8.0 
7.2 
22.1 
17.2 
4.9 
122.0 
47.7 
16.0 
73.6 
32.4 
174.4 
82.0 
92.3 
 
2.5 
 
9.9 
465.0 
158.0 
151.1 
143.7 
7.4 
6.9 
30.4 
18.9 
11.5 
154.3 
58.0 
19.9 
89.4 
45.0 
220.0 
107.8 
112.2 
 
2.1 
 
13.9 
578.6 
  
 
Source: Central bank of Kenya’s annual report 2003 
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Kenya’s trade structure proportion % 
 
        
year 1998 1999 2000 2001 2002 2003 2004 
Europe 
West Europe 
EU 
Others 
East Europe 
America 
USA 
Others 
Africa 
EAC 
Tanzania 
COMESA 
Others 
Asia 
Middle East 
Far east 
Australia & 
oceanic 
All other 
countries 
Grand tatal 
 
33.7 
32.8 
31.6 
1.3 
0.8 
7.1 
6.1 
1.0 
23.5 
11.2 
5.2 
12.3 
6.1 
32.0 
12.8 
19.3 
 
0.7 
 
2.9 
100 
33.3 
32.1 
30.7 
1.4 
1.2 
6.8 
4.8 
1.9 
24.2 
10.9 
4.3 
13.1 
6.7 
34.0 
14.7 
19.2 
 
1.1 
 
0.7 
100 
33.0 
31.5 
30.3 
1.2 
1.5 
4.8 
3.4 
1.4 
22.1 
9.6 
3.1 
13.0 
6.0 
37.9 
20.9 
17.0 
 
0.9 
 
1.3 
100 
27.9 
27.2 
25.6 
1.6 
0.7 
11.4 
9.7 
1.7 
23.8 
10.25 
3.2 
15.0 
5.6 
35.5 
17.8 
17.7 
 
1.0 
 
0.5 
100 
32.4 
31.7 
30.2 
1.5 
0.7 
5.4 
4.2 
1.2 
26.2 
11.0 
3.5 
16.1 
6.6 
33.7 
13.7 
20.0 
 
0.6 
 
1.6 
100 
28.9 
27.3 
25.6 
1.7 
1.5 
4.7 
3.7 
1.0 
26.2 
10.2 
3.4 
15.8 
7.0 
37.5 
17.6 
19.9 
 
0.5 
 
2.1 
100 
27.3 
26.1 
24.8 
1.3 
1.2 
5.3 
3.3 
2.0 
26.7 
10.
0 
3.4 
15.4 
7.8 
38.0 
18.6 
19.4 
0.4 
 
2.4 
100 
 
Sources; 
Economic survey 2004, 2005 
Central bank of Kenya annual report, 2004 2005 
Foreign exchange reserves 
 
 
 
The foreign exchange reserve is one of the most important determinants 
for the economic development of the underdeveloped economies. The 
central bank of Kenya’s annual report (CBK 2005) indicated that from the 
year early 1990s the ratio of the foreign exchange reserve has been falling 
mainly due to poor economic performance. However, during the year 2005  
the central bank of Kenya’s annual report analyzed  that the foreign assets 
holdings of the whole banking system grew by US $ 388 Million to US $ 
2m327 Million at the year ended June  2005 as it may be compared 
against that of the  previous year ended june2004, US $ 1939Million. 
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In addition  to the above the foreign currency  deposits with the banks 
mainly  locally held by  residents indicated  a growing trend  to US $ 1007 
Million at the end of the year ended June 2005 as it may be weighted 
against that of the year ended June 2004, US $ 836 Million. Also on the 
other side the central bank of Kenya foreign  exchange reserve grew by US 
$ 188mn to US $ 1,587 Mn at the end of June 2005 as it may be 
compared with that of the previous year ended June 2004, US $ 13 99mn. 
The main factor of which motivated mainly through the sound purchase of 
foreign exchange from the domestic inter-bank foreign exchange market as 
well as receipts of the foreign aid mainly in the motivation of the 
government projects, also on the other side, sound as well as encouraged 
merchandise imports improved by 41% during the period of which  was 
more than enough  to  improve exactly 3.1months  of the imports of goods 
and services during the year  ended  June 2005 as it may be  compared 
with that of the year ended June 2004, 3.7 Months of imports. As it may 
be compared with other years  according  to the analysis of the central 
bank of Kenya’s annual report (2004,2005) the nature of the import during  
the year  ended June 2005 was 3.9 months  when being  computed  using 
average  imports for  the last three years  according to the act  of the 
central  bank of Kenya. Inspite of the above   during the year 2005, the 
central bank of Kenya purchased US $ 381milion worth of the  foreign 
exchange  from local inter-bank  foreign exchange market of which was 
employed in fulfilling the external conditions mainly instead of the Kenyan  
government meting the same obligations  of which was amounting to US $ 
377 Million during the period to control the expenditure  of it’s own 
operation resulting to US $ 199 Million as well as to maintain the nature 
of the reserve so that to attain the legal  requirements of a minimum of 4 
months of imports . Apart from the above said purchases, the central bank 
of Kenya received US $  76 Milion  from IMF mainly to cover the balance of 
payment as well as the foreign grants  and even  loans  to the government  
to finance  various projects  resulting  to US $ 273 Million; also   in 
addition to the central bank  of Kenya’s    reserve is the  interest earned 
mainly on the investment  of foreign  exchange  of which grew  to US $ 
41Million from US $ 33Million  during the year ended  June 2005, equally  
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the gross foreign assets of commercial banks  grew to  US $ 740 Million  in 
addition  to the above  the analyzed  assets included the balance mainly 
held in banks in the foreign countries  of which amounted to US $ 603 
Million as well as other foreign loans and even cash also foreign loans and 
currency bills discounted of which amounted to US $ 137Milion. 
 
3.52 Exchange rates  
 
The exchange rate  is one of the most import measure of economic growth  
since early 1980’s to 1999, the Kenya’s shilling weakened as against other 
major  international and even other regional currencies but since the end 
of June 2004  and June 2005 according  to the analyzes  of the central 
bank  of Kenya’s  annual report (2005) indicated that the Kenya shilling  
strengthened mainly  against other major International and even the 
regional currencies. 
Comparatively, the nature of movement of the Kenya shilling as against 
the other said major international currencies is as analyzed in the table 
given below. However the shilling as measure against the US dollar 
depreciated mainly from Kshs. 79.2% during the year ended June 2004. 
Equally during the year ended June 2004 the Kenyan shilling started 
showing some signs of appreciation to Kshs. 76.68 of which indicated 
again of a ratio of 3% mainly from Kshs. 144.81 to Kshs. 139.52 during 
the year ended June 2005 as indicated in the table given below. On the 
other side the Kenyan shilling as it may be compared with the Euro, the 
shilling equally appreciated against the Euro by 30% as against the 
sterling pound also appreciated by 3% against the Japanese yen by 2.5%. 
As it was compared against the currencies of East   and South Africa, the 
Kenyan shilling appreciated by 4.6% as   against the Tanzania shillings 
from Tshs 14.03 per Kenyan shilling to Tshs 14.08 during the year ended 
June 2005. however the Kenyan shilling weakened vi-a-vis the Ugandan 
shillings mainly by 1.4% from Ushs 22.97 per Kenyan shilling during the 
year ended June 2004 to Ushs 22.66 in the year ended June 2005, while 
on the other side as it was compared against that of the south Africa 
Rand, the Kenyan shilling appreciated against the Rand by 7.6% during 
the year ended June 2005 as it was analyzed by the central bank of 
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Kenya’s annual report (2005). Also the nature of the speculative activities 
is among other influencing factors that are pushing the trend of the 
Kenyan shillings exchange rate at the end of December 2004. In addition 
to the speculative activities the system of low interest as well as midst 
rising consumer prices and even the nature of increased demand for 
foreign currency mainly oil imported as the world prices is always 
increasing .In relation to the above, the trend of interest  rate grew the 
foreign exchange inflow grew hence there was sound sign of economic 
growth during the year ended 2004 mainly due to relaxation  of the  
traders as well as the speculative  activities of which has motivated the 
strengthening  of the Kenyan shilling as against all the above mentioned 
major international currencies during the end of June 2005. 
 
Table 62  
Kenya shilling exchange rates 
 
  200
3 
  2004   2005  
 jan jun dec jan jun dec jan jun % 
04-05
Kshs/us $ 
Kshs /₤  
Kshs/euro 
kshs/100 
yen 
Kshs/rand 
Ushs/ Kshs 
Tshs Kshs 
77.72 
125.6 
82.60 
65.41 
 
8.94 
24.08 
12.81 
73.72
122.5
86.08
62.34
 
9.35 
27.12
14.09
76.03 
132.93
93.28 
70.50 
 
11.64 
25.49 
13.90 
76.29
138.9
96.22
71.66
 
11.00
25.39
14.18
79.27 
144.81
96.14 
72.36 
 
12.27 
22.97 
14.03 
79.77
153.9
106.8
76.90
 
13.88
21.79
13.17
77.93 
146.51
102.33
75.48 
 
13.05 
22.21 
13.94 
76.68 
139.5 
93.25 
70.57 
 
11.34 
22.66 
14.68 
3.3 
3.7 
3.0 
2.46 
 
7.55 
1.38 
-4.0 
 
 
 
Sources; 
Central bank of Kenya’s annual report 2003, 2004 2005 
 
2.53 International trade competitiveness 
 
As analyzed from above, the strengthening of the Kenyan shilling as well 
as the growth in trend of inflation in the economy motivated the nature of 
the international trade. Real effective exchange rate growth between the 
months of August 2004 as well as March 2005, hence following the 
appreciation of the Kenyan shillings in the said international market as 
well as the Kenya’s international trade competitiveness based on the above 
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so analyzed fall between the above said periods. However the downward 
trend of inflation nearly to the end of the year 2004 and mid 2005 mainly 
on the stability of the nominal effective exchange rate contributed to the 
shilling’s depreciation in what we call real effective term, hence the nature 
of the Kenya’s international trade competitiveness grew during the year 
2004/2005 as compared with that of the preceding years 1996/2003. 
The central bank of Kenya (CBK 2005) analyzed that the depreciation of 
the real effective exchange rate during the year ended June 2004 and June 
2005, the above so said growth was mainly due to decreased in the rate of 
inflation as well as the growing trend of the shilling’s real exchange rate 
with the major international currencies, the above table indicates the 
shilling real exchange rate indices and real effective exchange rate trend 
while taking October 1997 as the base year.  
 
3.54 National payment system  
 
(a)Mode of payments 
 
(i)Cash 
According to central bank of Kenya’ annual report (CBK 2005) currency 
remained accepted as well as highly used means of payment 
comparatively, the exact amount of currency issued mainly for circulation 
during the year ended June 2005 grew by Kshs 4.7 bn or 7.5% mainly to 
67.5bn Kenyan shillings as it was compared with that of the previous 
years ended June 2004 Kshs 62.8bn. 
 
 
Table 63 
Currency in circulation by type 
 
       
 Kshs 
bn 
% Kshs % Kshs % 
currency in circulation 
bank notes 
coins 
55.1 
49.6 
2.3 
100 
95.8 
4.2 
62.8 
60.2 
2.6 
100 
95.9 
4.1 
67.5 
64.6 
2.9 
100 
95.7 
4.3 
 
 
Sources; 
      Central bank of Kenya’s annual report 2003, 2004, 2005 
 
 
From the analysis as given above, the proportion of total currency in 
circulation the ratio of bank notes was 95.7% as compared with that of the 
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coins of which was 4.3% during the year ended June 2005. Hence, in 
relation to the above, the ratio of bank notes mainly in currency issued fall 
to 95.7% as compared with that of 95.9% during the year ended June 
2004. As indicated in the table below in the year ended June 2005, the 
banknotes of Kshs 1000 as well as Kshs 500 denomination were in 
circulation hence dominating in the economy, of which circumvented ratio 
of the currency of 73.2% and 9.7% on the other side, the nature of coins in 
circulation grew from 4.1% in the year 2004 to 4.3% of the total ratio of 
the currency in circulation during the year ended June 2005. 
Comparatively, the Kshs 20 as well as Kshs 10 coins were having a greater 
ratio of 34.9% as well as 25.8% of all the coins in circulation in the 
economy during the year ended June 2005. 
 
Table 64 
Currency in circulation (Kshs Mn) 
 
      
denomination Kshs Mn % denomination Kshs Mn % 
1000 
 500 
 200 
 100 
   50 
   20 
  10 
    5 
47317 
  6278 
  3967 
  4976 
  1684 
    214 
    129 
      32 
3.2 
9.7 
6.1 
7.7 
2.6 
0.3 
0.2 
0 
40 
20 
10 
  5 
  1 
   0.5 
   0.1 
   0.5 
   61 
1012 
  748 
  512 
  415 
  103 
    36 
    15 
  2.1 
34.9 
25.8 
17.6 
14.3 
  3.5   
  1.2 
  0.5 
total 64602 29.8  2902 100 
 
                   Sources; 
                 Central bank of Kenya’s annual report2004, 2005 
 
 
(ii)Development of cash inflows and out flows in the Kenyan economy 
 
The development of cash inflows as well as outflows of the commercial 
banks as it was indicated by the central bank of Kenya (CBK 2005) was 
Kshs 186.1 bn as it was compared with that of the previous year 2004 
Kshs 96.3bn of which was increase of Kshs 89.8 bn. However, over the 
same, during the year 2005 the commercial banks withdrew Kshs 163.7 
bn as it was being compared with that of Kshs 100.2 bn of which indicated 
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an inflow of currency to the central bank of Kenya Kshs 22.44bn during 
the year ended June 2005. 
 
Table 65 
Currency inflow and outflows (Kshs Mn) 
 
Inflow (deposits by banks) 2003/04 2004/05 
Bank notes 
Coins 
Total 
Outflow(withdrawals by 
banks) 
Bank notes 
Coins 
Total 
Net out flows 
95749.00 
68.30 
96318.00 
 
 
99419.00 
813.00 
100,232.00 
3914.00 
185,32907 
813.94 
186143.01 
 
 
162,717.37 
985.99 
163,703.37 
22439.64 
 
 
                              Sources; 
   Central bank of Kenya’s annual report 2004, 2005 
 
(iii)Development in counterfeiting practices 
 
As it has been analyzed by the central bank of Kenya’s annual report 
2005, the counterfeit notes grew to 1,129 pieces from 518 pieces as it was 
compared against the year 2005 over the previous year ended June 2004. 
In addition to the above, in relation to the value terms the said grew to 
89.4 % from Kshs 265,400 to Kshs.  502,600 during the same period while 
on the other side the dominations   were 226 pieces of Kshs.1,000 notes 
and 392 pieces of Kshs. 500 notes hence in terms of ratio it was 20% and 
34.7%. 
 
(b)Non-cash instruments   
 
The central bank of Kenya’s annual report (2005) indicated that cheque 
continued to grow as well as maintaining the popularity in the no-cash 
payment instruments of which gained the ratio of 80%of all the 
transactions carried on within the economy during the year. Also at the 
same period the average daily volume of cheque settled the Nairobi 
automated clearing house was averaged to 44,437 cheque of which valued 
at from 7.65 billion indicating a downfall valued at Kshs. 7.8billion during 
the year ended June 2004. 
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Table 66 Counterfeit Notes by denominations  
 
 
period No.2003/04 Amount(Kshs) No.2004/05 Amount(Kshs) 
1000 
500 
200 
100 
50 
20 
10 
5 
129 
214 
119 
56 
- 
- 
- 
- 
129,000 
107,00 
238,000 
56000 
- 
- 
- 
- 
226 
392 
301 
198 
12 
- 
- 
- 
226,000 
196,000 
60200 
19800 
600 
- 
- 
- 
total 518 265400 1129 502600 
 
 Sources; 
Central bank of Kenya annual report 2003, 2004, 2005 
 
Apart from the above, electronic funds transfer (EFT) transactions or the 
credit based payments grew by 54.6% mainly to Kenyan shillings 355,192 
Million during the year ended June 2005 as against that of the year ended 
June 2004 for Kshs. 229,681 Million.  
 
 
3.55 The clearing system operations 
 
The central bank of Kenya  annual report 2005 indicated  that the system 
of clearing during the year ended  June 2005 mainly on a national basis 
maintained  sound stability at the value of kshs.2,297,697 Million as it is 
being indicated in the table given below. However the nature of domestic 
foreign currency clearing (DFCC) was encouraging as it is analyzed in the 
table given below. Equally in terms of volume and value US$ denominated 
transactions controlled the DFCC clearing house transaction.  
comparatively the US $ transaction valued to Kshs. 94.5billion as against 
that of 2.9billion as well as Kshs. 7.8 billion for the Euro and sterling 
pound during the year 2005.  
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Table 67 
National clearing turnover (nominal) 
 
Financial year items Values 
Mn 
Volumes 
thousands 
2003 
 
 
2004 
 
 
2005 
 
Debt 
Credit 
Total 
Debt 
Credit] 
Total 
Debt  
credit 
1890753 
167959 
2057712 
2051975 
229681 
2281656 
1942505 
355192 
12200 
2737 
14937 
12329 
3586 
15915 
11287 
3633 
 total 2297697 14920 
 
 Sources; central bank of Kenya’s annual report 2003, 2004, 2005 
 
Table 68 
Foreign currency transaction June 2005 
 
currency USD GBP EURO 
Volume (000) 
Value  (m) 
Kshs equivalent (m) 
159.4 
1202.67 
94469.73 
2 
1983 
2892.99 
5.2 
78.37 
7830.73 
 
Sources 
Central bank of Kenya’ annual report 2005 
Banking services division average rates USD= 78.55, GBP=145.89, 
Euro=99.92 
 
3.56 Payment system developments 
 
The nature  of payment system is the one that  can encourage  the trend of 
development within the economy as it has been  reported by the central 
bank of Kenya’s annual report (2005) that the national payment system 
(NPS) operation committee was guiding  the nature of NPS  modernization, 
in addition to the above the domestic  foreign currency  clearing system  
(DFCC) was functioning  within the Kenyan  shilling  clearing as well as 
settlement  process mainly at the central bank of Kenya by using the 
commercial bank settlement accounts, hence encouraging  the 
accessibility of the commercial banks by the  central bank. Also the frame 
work, as well as strategic document mainly outlying Kenya’s payment 
system modernization strategies were, inaugurated during the year 2004. 
on the other side, so that to improve the national payments system the 
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bank in collaboration with the Kenya banker’s association (KBA) will 
generally motivate the project mainly on cheque transactions so that to 
maintain clearing cheque with the bank of deposit as well as encouraging 
electronically transaction to the bank of origin for authentication hence in 
such way the nature of transactions will be easy to clear cheque as well as 
reducing the cost of transactions among banks.  
National clearing nominal  
 
Chart 7 
 
0
500,000
1,000,000
1,500,000
2,000,000
2,500,000
2002 2003 2004 2005
national
clearling
turnover
nominal
 
 
 
Sources; Central bank of Kenya 2004 
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3.57 CONCLUSION  
 
According to Kenyan economic history, indicated that during the year 
1990, the conduct of monetary policy in Kenya changed significantly in 
terms of the institutional frame work operating procedures and 
instruments. The changes were precipitated by the economy – white 
economy reforms undertaken by the government. Which facilitated the 
adoption of indirect measures in the operation of monetary policy. In 
addition to the above, prior to these reforms in Kenya monetary policy had 
evolved under a strong controlled and regulated economic and financial set 
up with uncoordinated strategies, approaches and instruments. 
However, even though the above said challenges facing current frame work 
have remained substantial refinements especially in terms of monetary 
policy instruments were undertaken to cope with the above underlined 
changing economic as well as financial environment. While on the other 
side more considerations were undertaken in relations to refinement of the 
current frame work. The sustainability of the present monetary policy 
framework will continue mainly to depend on a motivated and supportive 
fiscal policy while the build up of the Kenyan government deposits over 
time has encouraged and assisted in the said sterilization effort. In 
addition to the above, the central bank of Kenya must also adopt and 
continue broadening. It’s monetary policy mainly to ensure acceptable as 
well as adequate mop –up without the above analyzed fiscal support. Also 
the central bank of Kenya must embark on the part of confidence, 
encouragement among the citizenry in its records of sound and 
sustainable price stability within the Kenyan economy. 
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CHAPTER 4 
 
FINANCIAL INSTITUTION SUPERVISION 
 
 
  4.1 An over view of Development in the Banking Industry in Kenya 
 
 The Central Bank of Kenya‘s annual report 2005 analyzed that, the 
number of banking institution in Kenya grew from 43 to 44 during 
the year ended June 2004 as it was compared to that of the previous 
year 2003. However the above increase of a single banking 
institution was due to the conversion of the one building society to a 
commercial bank. In addition to the above, the growth in the 
licensing of foreign exchange bureaus to 89 as it was compared 
against 80 as at the year ended June 2004 and June 2003. Despite 
the above, like any other financial institution in the global, the 
Kenyan financial industry continued to circumvent latest 
information and communication technology (ICT) of which is exactly 
the most integral to the industry’s system of encouraging the nature 
of institution productivity as well as system of operational efficiency 
mainly by improving the mode of providing financial service to the 
custom’s. 
Besides that the system of supervisory enforcement action 
encouraged and  motivated by the central bank of Kenya and even 
more so the sense of the introduction of penalties as the exact 
system of action it comparatively encouraged the improvement in 
the rate of compliance mainly with the requirement of the banking 
Act as well as the central prudential regulations. 
As it was analyzed by the central bank of Kenya’s annual report 
(CBK 2004), the central bank of Kenya suggested some of the 
amendments  to the banking Act mainly targeting to encourage the 
system of stability in the banking industry. Equally the central bank 
will continue to increase the system of supervisory process mainly 
while taking into consideration the best international practices as 
well as the amendment of the banking act and even the nature of 
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reviewing the present prudential regulations inorder to encourage as 
well as motivate efficiency and even more so competitiveness of the 
banking industry in Kenya. 
 
 4.2 Structure of the Banking industry in Kenya 
 
In the Kenyan banking industry as it has been analyzed by the 
central bank of Kenya (CBK 2004), the banking industry comprised 
of 51 financial institutions of which; 44 are the commercial banks, 2 
are the non-banking financial institution, 2 are mortgage financial 
companies as well as 3, building cooperative societies. Also the 
above so analyzed are having 532 branches all over the country. The 
central bank of Kenya (CBK 2005) in it’s annual report indicated 
that the, the number of the commercial banks in the Kenyan 
banking industry grew to 44 during the year ended December 2004 
as from 43 during the previous year ended December 2003. Mainly 
due to the conversion of the Equity Building society into fully fledged 
commercial bank during the period under consideration. 
The banking industry in Kenya analytically included six 
incorporated foreign banks and four branches of foreign owned 
institutions. 
Besides that, during the year ended 2004, there was a declining in 
the number of the building societies from four to three during the 
year ended December 2004 mainly due to the conversion of Equity 
building society. 
Comparatively, the number of branches grew to 532 as against that 
of 512 during the year ended 2004. However the above growth was 
highly motivated by encouraging of opening up of more branches in 
the economy. The above so said institutional branches included; 
REP- Bank limited, Kenya commercial bank limited, Equity bank 
limited as well as family finance Building society. 
As analyzed in the table below, the said growth in branches network 
was not well distributed, hence ,Eastern province circumvented the 
largest ratio of 8% while other provinces namely North Eastern 
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province and Nyanza as well as Western provinces were not having 
no branch expansion during the period under study. 
 
 Table 69 Regional Distribution of Financial institutions Branch 
Network during the period 2001-2004 
 
 
provinces 2001 2002 2003 2004 %change 
03/04 
Central  
coast 
Eastern 
Nairobi 
North eastern 
Nyanza 
Rift  valley 
western 
total 
69 
69 
34 
192 
4 
40 
67 
18 
494 
69 
70 
35 
166 
4 
38 
67 
18 
466 
69 
69 
36 
204 
4 
40 
71 
19 
512 
71 
72 
39 
42 
4 
40 
75 
19 
532 
2.9 
4.3 
8.3 
3.9 
0.0 
0.0 
5.6 
0.0 
3.9 
 
 
Source CBK annual report 2005 
 
 
4.3 Growth in foreign Exchange Bureaus in Kenya 
 
The growth of foreign exchanger bureaus in Kenya mainly of which 
followed the liberalization of the Kenyan economy encouraged health 
competition in the side of foreign exchange market, of which 
eradicated the wide gap between the buying and selling exchange 
rate (CBK 2005), and on the other side the foreign exchange are 
allowed to exercise the buying and selling currency mainly in cash. 
Hence, it means that the said foreign exchange bureaus are not 
accepted to buy or even sell the traveling cheque, bank drafts as well 
as involve in the money transfer services or else otherwise specified 
by the central bank of Kenya. 
 comparatively during the year ended 2004, the growth of licensed  
as well as operational foreign exchange bureaus were 89 as against 
that  of the previous year  ended June 2003, 80 licensed foreign 
exchange bureaus across the country as indicated in the table 
below. The said had circumvented total assets of Kshs. 1.2 bn. the 
foreign exchange bureaus under the supervision of the central bank 
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of Kenya had sound inspection of which large number of them are 
being located within the circumference of Nairobi. 
Table 70 
 Showing growth and distribution of foreign exchange Bureaus 
in Kenya 
 
location December 
2003 
December 
2004 
Nairobi 
Mombasa 
Nakuru 
Kisumu 
Eldoret 
Malindi 
Namanga 
Narok 
total 
64 
11 
1 
1 
1 
1 
1 
1 
80 
70 
12 
2 
1 
2 
1 
1 
1 
89 
 
Source; Central bank of Kenya’s annual report 2004 
 
 4.4 Development of information communication technology 
(ICT) in the banking industry in Kenya 
 
In the present emerging global economy, information and 
communication technology (ICT) has become the most integral 
section of banking operations. However, in the year 2005, the 
central bank of Kenya  (CBK) indicated that the growth in the ICT is 
involved by various risks that may discourage the nature of 
confident as well as integrity and even more so the availability of the 
required information and may also complicate the nature of banking 
product and its services. However, the CBK’s annual report 2005 
indicated that inorder to minimize the said risk, the financial 
institution in Kenya generally formulated security polices mainly to 
maintain the sense of confidentiality as well as integrity of the 
information. 
The above so analyzed given the enormous funds committed to ICT 
as well as the potential risk of ICT system for not fulfilling the 
conditions required of the banking business in Kenya. In addition to 
the above, the main difficulties involved with the financial institution 
is the chance of poor performance of the banking  business mainly 
to high level of dependence  on ICT of which may affect the 
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performance of the banking operation. However, inorder to mitigate 
this risk some of the financial institution had accepted to develop a 
detailed system of disaster  recovery as well as  sound system of 
business continuity  with well strategy mainly for quick change of  
crucial nature of business after disruption as it has been analyzed 
by the financial institutions supervision annual report ( FISD 2004) 
Equally on the other side according to the financial institution 
supervision Department (FISD 2005) indicated that the financial 
institution supervision in Kenya continued to maintain the nature of 
exploiting ICT mainly as a tool of encouraging the system of 
operation efficiency as well as motivating the development of newly 
Launched product and even more so to ensure sound improvement 
in the quality of customer services. 
In  relation to the above some of the financial institutions are exactly 
targeting mainly on the branch interconnectivity to facilitate the 
system of branchless banking within the economy also with the 
growth in the out of the city centers developed business enterprises  
more so the supermarkets  and even the retail parks as well as the 
emerging widespread convenience culture. However there has been 
substantial growth mainly in the off-set ATMs more particularly in 
Nairobi installed in points other than the bank premises, inorder to 
ensure maximum security within the said premises, the banks have 
encouraged the placement of cameras mainly in most new ATMs so 
that to discourage the chances of criminals who may be targeting 
them. 
 
  4.5 Customer Service Trends 
 
Customer service is the most important Characteristic that the 
modern banks can only exploit so that to ensure sustainable 
competitive environment as it has been analyzed by the central bank 
of Kenya’s annual report (CBK 2005). However, it has to be taken 
into consideration that some financial institution in Kenya exactly 
offers comparable products and services. Even though, financial 
institutions in Kenya are always encouraging customers as well as 
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sustain the present customers. Hence it’s good for the banks to 
promote and develop an innovative plan as well as initiates the 
encouragement of the customer service strata and ensuring sound 
profitability. 
The introduction of the nature of ICT within the banking industry is 
the most important step that can only encourage the concern as well 
as ensure sound and health competition among the banking 
industry. The above so analyzed ICT can help to enhance service 
delivery as the only weapon of ensuring the maintenance and 
attracting more clientele within the bank. Due to the above analysis 
a large number of the financial institutions in Kenya have accepted 
the installation of E-banking as well as the provision of ATMs so that 
to discourage long time taking queues in banking centers. Also in 
addition to the above, inorder for the banks to  attract as well as 
retain  more customers some of the banks with a large customer 
have accepted and launched the system of mobile phone banking 
services within the banking industry. The system of mobile phone 
banking services, gives several account enquiry tool thereby 
reducing the need for visitation of customers in the banking sector. 
This can also discourage the high charge of which mainly imposed 
on customers, CBK’s annual report (2005) indicated that, due to the 
concern of the customers, the central bank of Kenya is always 
encouraging the publication of weekly bastes, selected banks 
charges of which is levied by all the financial institution with the 
main aim of banking institutions so that to enhance health 
competitiveness within the banking industry in Kenya. 
 
 
 4.6   Employment and Training in the Banking industry 
 
Financial institution supervision annual report (FISD 2004) 
indicated that the nature of employment level in the banking 
industry marginally grew by 5.4% during the year ended 2004, in 
comparison to that some of the financial institutions in the past year 
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expressed downfall in employment   mainly as a result of the nature 
of restructuring as well as staff rationalization. 
According to the CBK’s annual report (CBK 2005), the growth in the 
employment level recorded in all sections of the staff was due to the 
growth in the expansion in branch network that was encouraged by 
health competition among the banking industry.  
Comparatively, during the year 2003-2004 there was a growth in the 
middle as well as the lower level categories while on the other side 
the upper categories recoded a minimal growth. However in the 
banking sector, remaining maintained to be a determinant 
component of staff development process. In relation to the above, in 
Kenya as it was indicated by the financial institution supervision 
and development annual report (FISD 2003) that each bank trains 
its own staff while on the other side, the Kenya school of monetary 
studies circumvents the main part of being the premier training 
centre   on banking and other related courses, also some banks 
circumvent a chance of exactly utilizing the local institutions to train 
their staff. In addition to that the said small as well as the medium 
sized banks in the economy makes a wise use of the training 
facilities mainly available at the Kenya school of monetary studies. 
In the present emerging global economy, various challenges and 
even changes have emerged mainly in the regulatory environment 
has generally influenced the financial institution supervision 
department (FISD) to encourage the sense of development as well as 
maintain continues system of training programme of which may be 
assumed to be so very much important mainly in motivating the 
supervisory capacity of the sector. In order  to ensure sound 
development in the  industry the sector has involved in its training 
plans joint inspection with other central banks of the East African 
region and even more so in-house and external training mainly with 
the target of strengthening the Department’s regulatory capacity as 
it was being analyzed by the FISD annual report (2003) 
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Table 71Employment in banking industry in Kenya during the 
years 2003/2004 
 
category 2003 2004 %change
03/04 
Management 
Supervisory& 
section heads 
Clerks and 
section staff 
Other 
categories 
total 
3097 
 
2564 
 
4861 
 
809 
11331 
3165 
 
2743 
 
5130 
 
903 
11941 
2.2 
 
7.0 
 
5.5 
 
11.6 
Sources; 
Central bank of Kenya’ annual report 2003, 2004, 2005 
FISD annual reports 2003, 2004 2005 
 
 
  4.7   Supervisory enforcement action; 
 
The CBK’s annual report (2005) indicated that, the central bank of 
Kenya’s enforcement of the compliance requirements mainly through 
the sense of introduction of penalties encouraged the downfall 
mainly in the incidences of non-compliance, however, comparatively, 
the non-compliance decreased to 19 from 31 as it was compared 
during the year ended December 2003 in relation to that of the 
previous year ended December 2003. 
 In addition to the above, FISD annual report (2004) analyzed that 
the figure of institutions mainly that were non-compliant during the 
year ended 2004 declined to 8 from 12 of the previous year ended 
December 2003. 
Central Bank of Kenya (CBK 2005) analyzed that the penalties, 
enforcement action also comprised of withholding of corporate 
approvals mainly for institutions which are not complying  with the 
requirements of the banking Act and even the central bank of 
Kenya’s prudential regulations. Also the above concern department 
revived banking license application for the year 2005 from all 
institutions as well as giving the returns to the concern ministry for 
finance for granting approval mainly to those financial institutions 
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which have been reorganized. On the other side the so called 
conditional licenses were also granted mainly to those institutions 
which were recognized as non-compliant. Moreover, some of the 
financial institutions in the banking industry are exactly undergoing 
restructuring mainly so that to solve the difficulties associated with 
the non—compliance, equally, the central bank of Kenya has exactly 
maintained the system of monitoring the level of compliance in the 
banking industry, mainly on daily basis so that to sustain fully 
compliant of the financial institution.  
 while on the other side, according to the central bank of Kenya, 
daily returns on compliance from financial, in terms of specific non- 
compliance issue, the most regulatory violated section of the 
banking Act was section 10 (1)  on a single borrowing of which  
generally limits the nature of exposure to not exceeding 25% of 
institution’s core capital. In relation with that, FISD 2005 indicated 
that, the number of institutions that were non-compliant with 
regard to single borrowing limits have declined by 25 to 6 financial 
institutions during the year ended December 2008 from 8 in 
December 2003. However, the rate of non-compliance that is the 
total number of violations of the Banking Act and prudential 
regulation in all institutions reduced to 16 in the year 2003 
improvement of more than 48% in the compliance ratio as it is being 
indicated in the table given below. 
 
Table 72 
Progress compliance 
 
 
 December 
2003 
December 
2004 
No. of institutions 
not in compliance 
incidence 
12 
 
31 
8 
 
16 
Source; Central bank of Kenya’s annual report 2005 
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Table 73 
Trend of non-compliance 
 
 
 
No. item December 
2004 
December 
2003 
Single borrowing (25% of core 
capital) 
Single insider (20% of core 
capital) 
insider borrowing not 
secured 
Liquidity ratio 
Minimum core capital 
Foreign exchange exposure 
Investment in non-banking 
activities 
Minimum total capital/ 
TRWA 
Core capital/ deposit 
Institution ownership 
Adequate provisions 
 
Total frequency of non-
compliance. 
 
6 
 
0 
 
0 
2 
1 
2 
 
0 
 
1 
1 
0 
1 
2 
 
16 
 
8 
 
4 
 
2 
1 
2 
3 
 
2 
1 
3 
1 
2 
1 
 
 
31 
 
Source: Central bank of Kenya’s annual report 2005 
 
 
 
  4.8 Some of the amendments to Banking legislation in Kenya 
 
According to the central bank of Kenya (CBK 2005) various 
amendments to banking legislation were proposed during the year 
2004 with the main aim of trying to harmonize the banking 
supervisory process with that of the international standard as well 
as strengthening banking supervision and even more so maintains 
the level of compliance mainly with Basle core principles for sound 
banking supervisory and other corporate governance needs. 
However, inspite of the above, the proposed amendments to the 
banking act and central bank of Kenya Act are as follows: 
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1. Transfer of supervisory and regulatory powers to the central 
bank. The proposed amendments aim at ceding from the 
ministry for finance most of the powers related to supervision 
and regulation of financial institutions  
2. Repeal of section 39 of the central bank of Kenya Act, which 
regulates interest rates. 
3. repeal of section 44 of the banking Act which requires 
financial institutions to obtain approval of the minister of 
finance before increasing  their rates of banking or other 
charges 
4. introduction of anew section 44 of the banking Act on the in-
duplum  rule, which limits the total interest on institutions 
can recover on a non-performing loans to a maximum of the 
amount of outstanding at the time the loan become non-
performing 
5. Introduction of vetting of significant shareholders who are 
defined as persons other than the government or public entity, 
who holds directly or indirectly or otherwise have beneficial 
interest in more than five percent of the share capital of an 
institution. 
 
3.9 Banking sector performance and macro economic 
development in Kenya 
 
 3.9(1) Introduction 
 
According to Economic survey (2005) the Kenyan economic indicated 
an improved growth as well as stability mainly in the banking sector 
of which comparatively attributed to the encouraging macro 
economic environment. Also in relation to that the nature of banking 
system indicated accepted development registered mainly in both 
financial indicators. Equally, the nature of non-performing loans 
indicated decreasing trends as well as growth in the nature of 
profitability and even more so sound adequacy capital ratio were 
sustained at a growing level during the period of which improved the 
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system of banking mainly with enough funds to absorb losses. On 
the other side, the continued enforcement of the said supervision 
requirement as encouraged the system of stability in the banking 
industry. Comparatively ,the decreases nature of non–performing 
loans motivated the rate of earning of which exactly improved the 
rate of financial performance, hence the balance sheet of which was 
being strengthened helped the banking industry to expand the  more 
credit facilities of which improves the economy’s industrial 
development. 
 
 
 3.9(2) Micro-economic conditions 
 
The economic survey (2005) analyzed that the economic recovery 
process of which was launched during the year 2003 indicated 
sound economic growth with spectacular gross domestic product 
(GDP) growth by 4.3% during the year of which recognized as one of 
the fastest economic growth since the year 2002 with GDP of 2.7% 
and even more so that of the year ended 2003 with the GDP growth 
of 0.4%. However, the above, analyzed improvement in the economic 
growth was experienced mainly in all sectors of the economy of 
which encouraged by sound macroeconomic stability in the 
economy. 
The central bank of Kenya (CBK 2003) analyzed that the nature of 
debt restructuring system undertaken by the central bank since the 
year 2002 of which substituted short term domestic instruments 
mainly with the long term instruments contributed to the reduction 
in the nature of general interest rate within the banking industry. 
FISD 2004 indicated that the debt restructuring strategy as well as 
encouraged liquidity in the banking industry motivated the decline 
of the average interest rate mainly on loan as well as other advances 
from 13.47% to 11.25% during the year ended December 2003 to 
December 2004. On the other side the economic survey 2005 stated 
that the system of monetary policy stance remained more positive to 
the development of the domestic economic sector. Over the same, 
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the monetary policy of the central bank of Kenya  mainly pursued in 
the year 2004 maintained that the nature of the inflation rate in the 
economy were exactly contained while on the other side monetary 
grew at 9.5% of which motivated the availability of credit facilities. 
Then central bank of Kenya (CBK 2005) analyzed that, the total 
domestic credit grew by 14.2% of which private sector credit grew by 
14.7% while that to public sector fall by 6%. Hence the Kenyan 
monetary policy of the central bank of Kenya stance was encouraged 
by a process of fiscal consolidation mainly as the Kenyan 
government was aiming at strengthening the nature of its fiscal 
position by efficiently making wise use of the available resources and 
even more so encouraging the nature of revenue collection. However, 
financial institutions supervision department (FISD 2003) indicated 
that, the public policy continued to be pursued mainly with the aim 
of distributing the private sector for the industrial development. 
  
  4.9(3) Balance sheet analysis of the banking industry in Kenya  
 
The financial institution supervision department (FISD 2005) stated 
that, in relation to the improved economic nature of Kenya, the 
Kenyan banking industry grew mainly in terms of assets size mainly 
by 12% or Kshs 61.8 bn from Kshs 515.8 bn as at the year ended 
December 2003 to Kshs. 577.6 bn as at December 2004. In addition 
to that, as proportion of GDP the nature of total asset maintained at 
45% of GDP. Comparatively, the nature of assets expansion was 
exactly funded by the growth in local currency and foreign currency 
deposits, as well as new capital injection and even more so retained 
profits. CBK (2005) analyzed that the total deposit grew by Kshs. 
49.7 bn during the year, by which the ratio of local currency 
deposits grew by Kshs. 29.1bn mainly from ksh.356bn during the 
year 2003 to Kshs 385.1 bn in the year ended 2004. In addition to 
the above, the total foreign currency deposit grew by Kshs 20.5 bn 
as from Kshs 58.9bn to Kshs. 79.4bn in the year ended 2004. 
Apart from the above, FISD (2005) comprehended that the total 
shareholders fund during the year grew by Kshs. 7.8bn from Kshs. 
 169
61bn in the year ended 2003 to Kshs. 68.9bn in the year ended 
December 2004 .In relation to the above, the paid up capital in the 
banking industry grew by 3.5bn while on the other side, the reserve 
grew by Kshs 4.3bn during the year of which indicated sound nature 
of capital position of banking industry. Comparatively, the above 
analyzed growth in capital position of the banking sector has 
encouraged the sectors  capacity to absorb losses as well as expand 
their operational and even more so  the scope of financial 
intermediation within the circles of the economy. Besides the above, 
loans and governmental securities (at 52% and 20%) constituted a 
major portion of their investment in the economy equally the 
financial institutions discouraged the rate of investments in the 
government securities during the period mainly due to declining of 
the interest rates. However, the rate of the government securities 
decreased by Kshs 27 bn as from Kshs 143bn during the year ended 
December 2003 to Kshs 116 bn in the year ended December 2004. 
Comparatively, the nature of the composition of other assets as well 
as liabilities remained stable during the same period. 
In addition to the above, the total credit facilities mainly to the 
private sector grew by Kshs 64 bn as from Kshs 266 bn in the year 
2003 to Kshs 330 bn during the year ended 2004. The highest credit 
facility growth in the economy was registered mainly in the private 
sector, household sector by which the credit grew by Kshs, 13.4bn. 
The manufacturing sector also indicated a growth of Kshs 10.6 bn. 
Hence, the above, so analyzed growth in credit facilities to the said 
sector was mainly due to financial institutions power to motivate 
personal lending and in particular the upgrading of the factories as 
well as the manufacturing firms to utilize the emerged business 
environment. Analytically, in relation to the  Sectorial credit 
facilities, good portion of the private sector, credit facilities was 
channeled mainly to finance, insurance and business service sector 
of which circumvented 22% of the total private sector’s credit 
facilities  of which was followed by the manufacturing sector  as well 
as  tourism industry (Trade and hotels) with 19% and 14.5% during 
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the year. Also during the period, the off balance sheet items grew by 
Kshs 23.5bn or 36% of which was the composition of letters of credit 
as well as guarantees and acceptance. The above so analyzed growth 
indicated deliberate strategy mainly by most banking institutions to 
improve their share of non-fund based business so that to improve 
their sources of income over the same. As indicated in the table 
below, the 34% increase in balance with the central bank was 
mainly attributed to the growth in the financial institutions cash 
ratio reserve holdings at the bank reflecting the growth in level of 
deposits.   
 
 
Table 74 
Balance sheet analysis 
 
 Kshs  million  
 2004 2003 % change 
Assets    
Cash 
Balance at central bank of 
Kenya 
Placements 
Government securities 
Investment 
 Loans and advances 
Other Assets 
Total assets 
Liabilities and shareholder’s 
fund 
Deposits 
Other liabilities 
Capital and reserves 
Total liabilities and 
shareholder’s fund 
10288 
 
32767 
13582 
115994 
5056 
 
301891 
98661 
 
577649 
 
465572 
43245 
68829 
577649 
9688 
 
24408 
12330 
143049 
4555 
 
240701 
81068 
 
515799 
 
415972 
38834 
60993 
515799 
6 
 
34 
10 
(19) 
11 
 
25 
21 
 
12 
 
12 
11 
13 
12 
 
Sources; central bank of Kenya’s annual report 2003, 2004, 2005 
              FISD annual report 2003 2004 2005 
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The growth in lending system as well as decreased rate of 
investment mainly in the government securities encouraged the 
growth in total risk assets. The rate of risk assets increased during 
the year by 19% mainly due to loans and other credit facilities 
containing greater risk as compared with the government securities. 
Hence, FISD 2004 analyzed, in relation to that, the ratio of total 
capital to total risk compared with assets maintained the rate of 
16.6% mainly due to growth in the shareholder’s fund during the 
period. 
The central bank of Kenya (CBK 2005) in its annual report indicated 
that the structure of deposits sustained mainly in terms of the 
nature and sources, equally the demand as well as the call deposit 
dominated the deposits accounting for more than 51% of the above, 
the non-profit institutions and even individuals were the main 
sources of deposits. Hence the ratio of demand deposits to total 
deposits during the year 2003/2004 was 46% on the parastatals 
were the main determinant of the deposits in the banking industry 
of which totaled to Kshs 40 bn or 10% of the total deposits a growth 
of ksh.2 bn from Kshs 38bn during the year ended 2003. 
 
 
 
 
 
 
  4.9(4)   Assets quality of the Banking industry in Kenya  
 
The financial institution supervision department (FISD 2005) 
indicated that, due the nature of sustained economic performance, 
the net non-performing loans of the banking sector reduced during 
the year 2004 to a sum of Kshs 70.8bn from Kshs 73.9bn during the 
previous year ended 2003. Also the gross non-performing loans as a 
ratio of total loans indicated a downfall to 29.0% during the year 
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ended 2004 from 35.0% in the year ended 2003. Apart from the 
above, the central bank of Kenya (CBK 2005) it annual report 
indicated that the recoveries as well as improved provisioning 
encouraged by reduced rate of new non-performing loans during the 
year resulted to the fall in the nature non-performing loans. 
 
Table 75 
Assets quality 
 
Assets quality Kshs Mn 2004 2003 
Total assets 
Gross loans 
Gross non—
performing loans 
Interest in suspense 
Net non-performing loans 
Specific provisions 
Net -non-performing loans 
Gross loan over local assets % 
Gross NPLS/gross loans  % 
Total NPLs/ total loans  % 
577648 
382290 
 
111889 
39309 
72580 
37940 
34640 
66 
29 
21 
515799 
315321 
 
109898 
38588 
71310 
33435 
37875 
61 
35 
26 
 
Source: Central bank of Kenya’s annual report 2005 
 
 
 
 
 
  4.9(5) Capital Adequacies 
 
According to the analysis of the central bank of Kenya (CBK 2005) 
the Kenyan banking system was well capitalized mainly with the rate 
of capital improving by Kshs.69 Billion during the year ended 2004 
of which encourage the banking sector. Hence the said capital rate, 
encourage the retention of current year’s profit as well as the 
additional injection of capital by the financial institutions. 
In addition to the above, the risk measured assets to the core-capital 
of the banking nature of the country was 16.2% as it was during the 
previous year ended 2003. 
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Table 76 
Capital adequacy ratios  
 
 2004 2003 2002 
Core capital/TRWA* 
Total capital/TRWA* 
Core capital / total 
deposit  
162 
166 
13.8 
162 
166 
13.1 
141 
170 
12.2 
 
 
TRWA=Total risk weighted Assets 
Sources 
Central bank of Kenya annual report 2002 2003 2004 2005 
FISD annual report 2003, 2004 2005 
 
 4.9(6)   Liquidity 
  
The CBK’s annual report (2005) identified that the liquidity of the 
banking  industry  particularly measured by the ratio of net liquid 
assets to total deposits of which is an indication of the banking 
institutions  ability to obtain  it’s maturing  obligation as they may 
fall due mainly  re-maintained  there strength  during the last year 
ended 2003. Comparatively the greater liquidity in the banking 
industry was generally attributed to the banking industry choice for 
the liquid assets mainly investment in the government securities. 
Hence in relation to the above, the liquid assets amounting to Kshs. 
190 Billion Kshs. 80 Billion was involved in the investments in 
government securities on the other hand; the remaining balance of 
Kshs. 110 Billion with the foreign banks and even at the central 
bank was 20% and 15%. 
According to the CBK (2004) and FISD (2005) the liquidity position 
of 42 financial institutions mainly with a combined market share of 
more than 90% was rated to be holding sound and satisfactory in 
the economy and far for the remaining institutions.  
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4.9(7)   Profitability of banking industry in Kenya  
Influenced by encouraged financial as well as economic condition  
the gross operating profit of the banking system in Kenya grew by 
Kshs. 1.0 billion  to Kshs. 15.1 billion during the year  ended 2004 
as compared with that of the previous year Kshs. 14.1 billion. The 
above so analyzed growth in the profit of the banking institution 
indicated a reduction in cost of operation by Kshs.  2.3 billion  more 
so the interest costs as well as bad debt charge as the total income  
fall to Kshs. 1.2 billion and the bad debt fell  to Kshs. 801 million 
from Kshs. 8.4 billion during the year ended 2003 to Kshs. 7.6 
billion during the year ended 2003 /2004 in addition  to the above, 
the interest expense  indicated down work trend by Kshs. 3.1 billion 
from Kshs. 9.6 billion in the year ended  2003 to Kshs. 6.5 billion 
during the  year ended 2004 (FISD 2005) the analyzed decline in bad 
debt charge was mainly due to the encouraged  conditions  of credit 
administration as well as  sound  control methods employed  by the 
banking financial institutions. 
CBK’s annual report (2005) clearly analyzed that the Kenyan  
commercial banking institutions  profit comprised  97.3% of the 
banking sector’s, total profits while on the  other side, the non 
banking financial  institutions as well as the building   societies 
together contributed the  remaining  balance of 2.7%. 
However, FISD (2004) analyzed  that out of  49  financial institution   
operating in the banking industry in Kenya, 41 of the said  made an 
aggregate  profit amounted  to Kshs. 15.9 billion while the remaining 
8 financial institutions  made a loss of Kshs. 0.8 Billion. 
In comparison with the past years the performance of the banking 
industry in Kenya indicated an improvement environment even 
though the said distributed profit was exactly skewed mainly with 
the key banks contributing the ratio of more than 53.5% of the 
analyzed that profit in the banking industry. 
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  4.9(8)     Income of the banking industry  
 
FISD (2005)   identified that the income of the banking industry in 
Kenya declined marginally by the ratio of 1.9% from Kshs. 63.9 
billion during the previous year to Kshs. 62.7 billion during the year 
ended 2004. 
However, the above so analyzed fall was mainly attributed due to the 
fall in the nature of interest income mainly from Kshs. 39.2 billion in 
the year 2003 to Kshs. 38.0 billion during the year 2004 due to fall 
in the interest rates in the same period in relation to the above 
interest rate was the main source of income at Kshs. 38.0 billion 
from which the income form advances recorded the amount of Kshs. 
7.6 billion over the same. In addition to the above, the income from 
fees commissions and even the foreign trade grew from Kshs. 24.7 
billion during the year ended 2003 to kshs.24.8 billion in the year 
ended 2004.  
Apart from  the above, CBK  (2005)  indicated that  the contribution 
of non-interest income encouraged  the total income of which  grew 
from 39%  in the year 2003 to 40%  during the year ended 2004 of 
which motivated  the banking institutions  to identify new sources of 
income. 
 
  4.9(9)     Expenses of the banking industry  
 
The expenses of the banking industry in Kenya fall by 4.5% mainly 
from Kshs. 49.8 billion in the  year 2003  to Kshs. 47.5 billion in they 
year ended 2004. CBK’s annual report, (2005), the fall in the expenses 
of the banking industry was mainly due to decline in the interest 
expenses as well as bad debt charge of which mainly decline by Kshs. 
3.1 billion as well as 0.8 billion during the period under study. Also 
according to the economic survey (2005) the interest expense on the 
deposit accounted to the ratio of 14% of the expected amount of the 
total expenses declined from 17% during the year ended 2003. The fall 
in the interest expenses mainly on deposit was attributed by the fall in 
the nature of the interest rate of the banking industry of which was 
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accompanied by the high rate of the banking industry of which was 
accompanied by high rate of liquidity of the said banking industry. 
analytically, as the ratio of total income, the interest expenses fell 
mainly from the ratio of 13.3% in the year 2000-2003 to 10.4 % during 
the year ended 2004 besides that the expenses of staff like salaries and 
wages grew by the ratio of 0.6% from Kshs. 14.8Billion during the year 
ended 2003 to Kshs. 14.9 billion in the year 2004 mainly due to 
growth in the ratio of employees from 11,331 to 11,941 during the 
period 2003-2004. 
 Table 77 
Income and expenditure items as % of total income  
 
          
Kshs 
bn 
    
            
2004 
  
2003 
  
2002 
 
            
Kshs 
% Kshs % Kshs Ksh
s 
Income 
Interest on advances 
Interest on 
government securities 
Interest on placement 
Other income 
Total income 
Expenses 
Interest expenses 
Bad debts charge 
Salaries& wages 
Other expenses 
Total expenses 
Profit before tax 
 
25.5 
 
7.6 
4.9 
24.8 
62.7 
 
6.5 
7.6 
14.9 
18.5 
47.5 
15.1 
 
41 
 
12 
8 
39 
100 
 
10.4 
12.2 
23.8 
29.5 
75.9 
24.1 
 
27.9 
 
10.3 
1.0 
24.7 
63.9 
 
8.5 
84 
14.8 
18.1 
49.8 
14.1 
 
44 
 
16 
2 
38 
100 
 
13.3 
13.2 
23.2 
28.3 
78 
22 
 
 
28.7 
 
11.8 
1.3 
21.7 
63.5 
 
13.0 
11.1 
15.9 
17.5 
57.5 
6.0 
 
45 
 
19 
2 
34 
100 
 
20.5 
17.5 
25 
27.6 
90.6 
9.4 
 
 
 
Source ;   CBK  annual report 2005 
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   4.9(10)      Market share of the banking industry in Kenya  
 
In the Kenyan baking industry, is being dominated by some banks. 
Comparatively, out of the 49 banking financial institutions only 13 
financial institutions are believed to be enjoying the dominance of 
the banking sector. CBK (2005) identified that the said financial 
institution enjoying the dominance of the banking sector 
circumvents the ratio of 77% of the total assets as well as 78% of 
deposits. In addition to the above, the mentioned 13 financial 
institutions accounts for 82.8% of the total pre-tax profits as it may 
be compared with the ratio of 94% of him previous year. 
 
      Table 78 
 Ranking by assets and deposits of the banking institutions as 
at the year ended December 2004  
 
   Net ass
ets 
dep
osit
s 
 Per
-tax 
 
Peer 
group 
Assets 
range 
Kshs 
bn 
No. of 
instituti
ons 
Kshs
. 
Mn 
Mark
t  
Share
% 
Kshs
.  
bn 
Market 
 Share 
% 
Kshs 
 Mn 
Ksh
s 
sha
re 
% 
1 
2 
3 
4 
total 
Over 
10 
5-10 
3-5 
0-3 
 
13 
11 
11 
14 
49 
445 
67.1 
40.5 
25.0 
577 
77.1 
11.6 
7.0 
4.3 
100. 
361.8
54.8 
32.6 
15.3 
464.5
 
77.9 
11.8 
7.0 
3.3 
100 
12.5 
0.9 
0.7 
1.6 
15.1 
 
82.8 
6.0 
4.6 
6.6 
100 
 
 
Source;   CBK  annual report 2004 
 
 
   4.9(11)   Performance rating of the banking sector in Kenya  
 
On the basis of capital adequacy, asset quality, management, 
earnings and liquidity as indicated the same rating during the year 
ended 2004 as it was in the other previous year 2003. However, 4 
banking institutions together with the market share of Kshs. 12.6 
billion   with the ratio of 2.2% comparatively was ranked the best to 
nine financial institutions during the year ended 203. In addition to 
 178
the above, 23 financial institutions were ranked satisfactory, also 17 
institutions were also ranked fair as it was weighed against that of 
13 in the previous year ended 2003. Finally, there was no financial 
institutions was ranked unsatisfactory while 5 institutions were 
ranked marginal during the year ended 2004. 
 
 Table 79 
The overall performance rating of the financial banking 
institutions during the year ended 2004  
 2004   2003   
 No. of 
institutions 
net assets No. of 
institutions 
net assets 
Category 
 
 Kshs 
bn 
%  Kshs 
bn 
% 
Strong 
Satisfactory 
Fair 
Marginal 
Unsatisfactory 
total 
4 
23 
17 
5 
0 
49 
126 
357.8 
186.0 
21.1 
0 
577.6 
222 
62 
32.2 
3.7 
0.0 
100 
 
9 
23 
13 
5 
0 
50 
44.5 
298.8 
124.9 
47.5 
0 
515.8 
8.6 
57.9 
24.2 
9.2 
0.0 
100 
 
Sources; 
Central bank of Kenya annual report 2003, 2004, 2005 
FISD annual report 2004, 2005 
 
     4.9(12)      Development in regulatory frame work in banking 
industry in   Kenya  
 
                  (a).      Amendments to legislation  
 
The central bank of Kenya (2005) analyzed that during the year 
ended 2004 continued to enhance the development of the nature of 
regulatory framework so that to encourage and strengthen the 
stability and even more so soundness of the banking system in the 
banking industry in Kenya, hence in relation to the above various 
amend to the banking act, and the central bank of Kenya were 
introduced during the year ended 2004. 
 
 
    (b). Amendments to the central bank of Kenya Act 
 
The central bank of Kenya (2005) analyzed that during the year 
ended 2004 the central bank of Kenya act was amended on three 
specific areas, of which involved a new section creation of a 
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monetary policy advisory   committee and also section 36(4) dealing 
with the central bank of Kenya rate as well as the direction of 
section 39 and even 39 (A) of which is dealing with the regulation of 
interest rates during the same period.  
 
  (c).      Amendments to the banking Act  
  (i) Ceding of supervisory and regulatory powers to the Central 
Bank  
 
FISD (2005) indicated that various sections of the banking act gives 
the minister for finance more powers to make steps mainly related to 
supervision as well as regulation of the financial institutions. Hnce 
the said was argued that it was not in tandem with the Basle core 
principles of an effective banking supervision of which exactly needs 
that supervisory authorities exactly independent delivery duties. 
According to the banking Bill 2004 accepted some amendments 
specifically targeting at transferring some of the said powers from 
the minister of finance to the central bank of which includes: 
Restrict institutions undertaking  banking business, authorize 
licenses, revoke licenses, approve location of place of business, 
approve mergers and acquisitions, determine minimum capital 
requirements, certify as fit and proper persons appointed to manage 
and control institutions , place loans limitation by mortgage  finance 
companies, restrict trading and investments of institutions, 
intervene in management of troubled institutions as well as approve 
voluntary liquidations. 
 
   ( ii) Section 44 of the banking act  
 
According to the banking (amendments bill 2004 as it has been 
analyzed by the CBK’s 2005) included an approval to a proposal to 
delete section 44 of the banking act of which demanded that the 
financial intuitions to get an  approval of the minister for finance 
mainly  it has been analyzed  by FISD(2005) inorder to accept the 
above replacement  of section 44 a new section 44(A) was 
introduction of in deplume  rule of which is more known to law 
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principle  that banking institutions can gain mainly on a non-
performance  loans. In addition to that the banking institution 
cannot charge the total interest exceed the amount the amount of 
outstanding the principal mainly during the period the loan is being 
considered as a non- performance loan. In relation to the above 
analysis the limitation is not applicable to the interest mainly 
accruing a sunder a court order more so after the order is accepted. 
The above said section also mode it very clears that for those loans 
which are non-performing mainly before a new principal applied is 
the total principle as well as the interest owing mainly at the period 
the above analyzed section comes into effective.  
 
   (d) Subjecting significant shareholders and senior officers of 
the banking industry 
(2005) CBK’s annual report (2005) clearly indicated that the 
currently and even vetting by the central bank is exactly limited to 
directors and even chief executives of the banking financial 
institution in Kenya. Besides the above, as it has been clearly 
analyzed that the significant shareholder can encourage the 
management decision as well as manages the control on the 
financial institution. Comparatively, it has been indicated that those 
shareholders who are not suitable may influence and at the same 
time exposing the shareholders as well as discouraging the nature 
stability of the banking financial institutions comparatively some of 
the following amendment to the banking act were proposed in the 
banking act (Amendment) Bill 2004 with the main aim of 
introducing the vetting of significant shareholders as well as senior 
officers of the banking institutions.  
Section 2 of the act, provide the definition of significant, shareholder 
means a person, other than the government or a public entity  who 
holds, directly or indirectly or otherwise  has beneficial interest in 
,more than five percent of the share capital of an institution. 
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Section 4 of the banking Act was also amended mainly to categories 
significant shareholders among persons who manage and control 
institutions and who therefore must be vetted. 
Section 11 of the banking Act also stated that significant 
shareholders were included in the definition if insiders. This means 
that the existing limitations on advances to insiders would also 
apply to shareholders with more than 5% shareholding. 
 
 
    (e)   Legal Framework fro Anti-money laundering and 
Combating  financing of terrorism 
 
In the present emerging global economy, terrorism is becoming the 
scaring weapon towards economic development .The low developing 
economies are exactly becoming the looser mainly under the face of 
intense terrorism. In Kenya, according to the FISD (2005) indicated 
that the Kenya government mainly is continuing to encourage the 
development of the national Ant-money laundering and combating 
the financing of the terrorism regime mainly by strengthening the 
legislative frame work and even more so improving the domestic as 
well as international cooperation and also encouraging the growth of 
the capacity of regulatory and enforcement committee. 
Comparatively the most important steps    has been taken by the 
(CBK 2005 ) Kenyan government  so that to control the said money 
laundering and even the terrorism  funding was the Launching of a 
national Task  Force on Anti-money laundering  with the main 
objective  of analyzing specific and detailed  Anti money laundering 
legislation. As it has been mentioned by FISD (2004) that in case the 
above is being enacted by parliament, the Anti-money laundering 
Law will exactly take a step of criminalizing all types of money 
laundering and even more so launch the required institutional 
arrangement to enforce the act and even its regulation. In addition 
to the above the said national task force has given the expect 
proceeds of crime and money laundering (prevention) Bill of which 
was said to be enacted during the year ended 2005. 
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As it has been analyzed by the central bank of Kenya (CBK 2005) 
that the main target of the draft legislation was to encourage the 
development of the legal framework mainly on Anti-money 
laundering as well as encouraging the institutional arrangement and 
even sound policy plan on Anti-money Laundering, hence the draft 
Bill generally criminalize money laundering and at the same time 
launched a financial  intelligence unit (FIU) with the main task of 
collecting and even collect the information on suspicious transaction 
report (STR)  as well as  clearly study and analyze the same 
information and take it to the law enforcement agency. Hence the 
draft Bill fulfills the financial action task force’s (FATF) 
recommendations. Here the draft Bill will enlarge its definition of 
money laundering to drug trafficking to involve all other indictable 
offences, extensive forfeiture and seizure provision. Special fund 
establishment to keep the money launders and even to support the 
function of the financial intelligence unit as well as Anti-money 
laundering Laws enforcement agencies, Besides the above analysis 
the Bill also encouraged the financial institutions and even the 
individual persons mainly involve the business activities of which 
has been to be assigned to report the suspicious transaction which 
are suspected  to be unusual  to the FIU money Laundering has to 
be involved in an offences extraditable under the extradition act. 
FISD (2005) has stated  some of the provisions included in the 
dratted bill like; synchronized modalities of tracing, seizing and 
Freezing suspected money laundering accounts, including proceeds 
of money laundering once the crime has been established, 
introduction of mandatory know your customer (KYC)  policy for the 
financial sector, outlaw the maintenance  of anonymous  bank 
accounts, require bank to store financial records for minimum of 5 
years, introduce mandatory reporting for nay suspicious 
transaction, after amending the banks secrecy laws mainly to 
protect the reporting banks from liability, strengthen the declaration 
procedures for cash transaction across boarders require banks to 
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co-operate with the law enforcement and the prosecuting authorities  
in money laundering cases. 
 
4.9(13) current supervisory issues on banking industry in Kenya 
 
The current supervisory  issues on the banking industry in Kenya is 
exactly directed to be the only means of motivating sound and stable 
banking industry. The main supervisory activities as indicated by 
the CBK (2005) are; on-site examination, off-site surveillance and 
enforcement of the requirement of the banking Act and the CBK’S 
prudential regulations. Also important steps were attained mainly in 
manifestation of various initiatives to further encourage the nature 
of stability in the banking system in the economy. As analyzed by 
the CBK (2004) the said initiatives are; Implementation of the Bank 
supervision application (BSA) the Risk Based supervision (RBS) and 
even more so developing the framework for the implementation  of 
Basel II  capital accord. In addition to the above, the monitoring 
of anti- money Laundering control taken mainly by the banking 
industry.  
FISD (2003-2004) indicated that various efforts have been launched 
mainly to intensify reforms mainly in the banking industry so that to 
encourage sound and health competition as well as improve the 
efficiency in the banking sector. More over the said reforms are 
objectively targeting the restructuring  as well as privatizing the 
state managed banks and reforming the judiciary and even the 
solving the mainly in the banking industry and finally accepting 
various difficulties facing the banking supervision in Kenya. 
 
   4.9(14)        Risk Based Supervision (RBS) of Banking Sector 
 
The risk based supervision (RBS) of the banking sector is that way 
in which encourages the understanding and even examining the 
adequacy of each and every financial institutions risk management. 
RBS is a supervisory system or technique as opposed to the 
traditional supervisory method of which is mainly takes into the 
consideration the area of financial performance. 
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In  the present emerging world the banking industry is exactly 
changing towards the acceptance of the  RBS mainly due to 
competition in the banking industry that has mainly resulted to the 
development of new products  by the banks, expansion by the banks  
within the economy, banks have acquired  modern technology  
development which encouraged reliance on the information and  
communication technology (ICT) of which has motivated the growth 
in the ratio of risk attendant, and finally the want for supervisory/ 
authorities mainly look at their resources.  
  FISD’S annual report (2005) analyzed that, as the main step of 
trying to invent the RBS the central bank of Kenya during the year 
ended 2004 conducted a study mainly through questionnaire of 
which were sent to all financial institution in Kenya. 
However in relation to the above the central bank of Kenya has made 
all the necessary effort to encourage and develop the risk managing 
guideline mainly in the banking industry, of which indicated the 
minimum standard for the risk management to be launched by the 
banking institution where by the banks are required to encourage 
the development of the risk management program. 
 
3.9(15) International financial reporting standards 
            (IFRS) 
         
        Since the year ended 1998, the Kenyan banking industry has been 
adopting the international financial reporting standards (IFRS), (FISD 
2004). However, the current guidelines are being regularly reviewed mainly 
due to change in the IFRS, in relation to the above; the following are the 
main changes which have been made in the guidelines CBK (2005). 
        IFRS 40 on investment property which mainly requires that 
investment property be revalued every period as well as the gains or losses 
are passed through the profit and loss account. In relation to the above it 
has been proposed that these gains and losses be excluded from the 
calculation of core capital; 
        In addition to the above, new disclosure requirements are to be 
incorporated in the regulation on publication of accounts to take account 
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of; IFRS 17 on leases of which generally demands that leasehold land be 
disclosed separately from fixed assets. Also IFRS 32 on financial 
instruments which mainly requires that investment in commercial paper 
and corporate bonds be reported under loans and advances.  
       FISD(2004) indicated that the banking institutions in Kenya started  
accepting IFRS 39 of which mainly  involves with the recognition, 
measurements and even more so the disclosure of financial instruments in 
relation to the provisioning of IFRS 39 which mainly requires that the 
financial  assets such as loans to be impaired when their realizable value 
is less than  their carrying book value  also in addition to the above  the 
central bank  of Kenya (2005) analyzed that the realizable  value is derived  
by discounting the expecting future cash flow from the financial asset of 
the financial  institutions. However the weights of the future cash flow as 
well as the discount rate are exactly subjective and finally may result to 
fluctuation in the amount of losses. Hence they affect the level of capital. 
Equally the Kenyan banking institutions are generally employing IFRS 39 
as well as the central bank provisioning guideline of which are involved in 
the calculation of loans loss provisioning in the banking industry in 
Kenya. 
 
   4.9(16) Corporate governance in the banking industry in Kenya   
 
      Corporate governance in the present emerging competitive global 
banking sector is the one which is facing more difficulties since the out 
break of the Asian financial crisis of 1990’s. 
       The nature and system of corporate governance in the banking 
industry in Kenya is equally encountering various difficulties  in relation to 
the above, supervisory activities  being  the main objective of the central 
bank of Kenya, the bank has generally  evaluated  the exact performance 
of the managing directors as well as other involved in various board 
committed mainly in the banking industry and even ensure the 
encouragement of the significant of the embedding strong system  of 
corporate governance tradition in the banking industry in the Kenyan 
economy. The main function and daily role of directors in any sense are 
exactly examined during the process of inspecting the banking industry, 
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however in relation to the above analysis, the central bank of Kenya’s 
approach to the corporate governance in the Kenyan banking industry is 
specifically plan to attain the expected public confidence mainly through 
improving the level of transparency as well as accountability. 
      In relation to the above, in order to strengthen  the tradition of 
corporate governance practices in the Kenyan banking industry  the 
FISD(2005) indicated that the department is always reviewing and 
amending the banking act as well as the prudential regulations CBK(2005) 
also analyzed that some of the aspects of the banking act( Amendments) 
bill 2004 were targeting mainly at encouraging and even more so 
enhancing the governance  culture in the banking industry in Kenya of 
which more specifically involves the vetting and certification of significant 
shareholders. 
 
4.9(17)    the board of directors and management in the banking 
sector in Kenya  
 
      The board of directors and their management in the banking sector in 
Kenya is one of the most important in the banking industry. However the 
role of the board of directors mainly in each banking institution in Kenya 
generally remain in the center of analysis mainly as the financial industry 
launches the risk based supervision hence the main duties of the board is 
exactly to ensure the expected financial policies as well as the methods 
that provides a good and sound balance mainly among risks and even 
returns. CBK’s annual report (2005) identified  the above  to include; 
measurement, monitoring as well as centralizing of risk involved by the 
nature of lending, investing, trading and other important activist of the 
banking institutions FISD (2005) analyzed that the  banking act 
(Amendments) bill 2004 extended the  net of “senior officers” to be certified 
as fit and proper hence the chief executive officer, deputy chief, executive 
officer, chief operations officer, chief financial officer, secretary, the board  
of directors, treasurer, chief internal auditor or manager of a significant of 
an institution  or a person with a similar  level of position or 
responsibilities as  persons described shall be required to be vetted as fit 
and proper in addition  to the above CBK annual report 2004 indicated 
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that continuous  development  has been observed in corporate governance 
and even the central bank of Kenya will sustainably foster and encourage 
sound corporate  governance in the banking industry mainly in lien with 
the accepted international corporate governance practices in the global. 
 
4.9(18) International convergence of capital measurement and capital 
standards  
 
      FISD annual report (2005) clearly shows that the Basel committee on 
banking supervision released that the international convergence released 
the international convergence of capital measurement and capital 
standards in the year ended June 2004. In addition to the above CBK’s 
annual report of (2005) analyzed that the international convergence of 
capital measurements and capital standards gives a more risk sensitive 
study to the weightage or measurement of the capital adequacy mainly in 
the banking industry and for monitoring to review such assessments 
mainly to make sure that banks are holding enough capital to maintain 
their risk. Also on the otherwise, it looks to encourage the market 
discipline by supporting the sense of transparency in financial reporting, 
globally ,it motivated the circumvention of  country identified the various 
supervisory as well as regulatory  jurisdiction to be adopted over the some 
moreover, FISD annual report(2004) expressed that the central bank of 
Kenya be encouraging various conferences to consider the most accepted 
implementation plan for the economic and banking industry of the East  
African region. in the year (2003) CBK reported that due to the resolutions 
influenced by the said analysis, the banking industry, FISD has 
undertaken an internal diagnosis of pillar   of the capital accord of which 
is looking to recognized the implementation difficulties as well as finds out  
the  corresponding strategies  for every method accessible mainly for  
calculating the capital charges  for credit risk as well as the operating 
risks and even more so the market risk of the banking industry in Kenya. 
         The Basel committee on banking supervision (2005) analyzed the 
difficulties of the Basel II capital accord banks and supervisor will be able 
to encourage the process and even more so make sure that the 
organizations will be able to meet the conditions of Basel II. Hence CBK’s 
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annual report (2005) indicated that the central bank of Kenya is preparing 
the ground for effective maintenance of Basel I by adopting the market risk 
component; compliance with Basel core principle for effective banking 
supervision, sensitization of stake holders and liaison of regional 
regulatory agencies to keep a breast of development in Basel II (FISD 
2005). 
 
 
       4.9(19) Anti-money laundering (AML) and combating financing of 
terrorism    (CFT) initiatives in banking industry in Kenya  
 
       In the present emerging world, terrorism is always becoming the most 
scaring factor mainly towards economic development. Kenya being one 
among many countries which are affected is exactly committed to take the 
shield for fighting against money laundering and terrorism in Kenya as 
well as global. Equally, in relation with the Kenyan government committed 
to combating the financing of terrorism, has been trying to encourage the 
possible ways of countering terrorism in the east and South African region 
by hosting the eastern and southern Africa anti-money laundering group 
(ESAAML) FIISD (2005). 
      The central bank of Kenya in order to ensure the sustainable of 
(ESAAML) during the year ended 2003, it launched a national task force 
(NTF) mainly on money laundering within the banking industry, CBK 
annual report (2004). However the above so said task force is being under 
the management of the ministry of finance of which involve 14 government 
agencies mainly with the central bank of Kenya being composition of the 
NTF include the finance legal and law enforcement. 
       FISD annual report (2004) reported that the FISD planned a draft for 
legislation mainly for anti-money laundering of which was exactly based 
on the accepted model of UN with the proceeds of crime and money 
laundering prevention bill. The above so mentioned will involve goals like, 
to encourage the institutions and law enforcement agencies so that to 
identify, trace, seize, freeze, confiscated, forfeit, proceeds of crime on the 
basis of criminal or civil recovery proceedings; to encourage the 
establishment of criminal assets recovery   account and unit to deal with 
the process and final to encourage the establishment of mechanism for 
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international assistant on investigations and mutual legal assistance. A 
large number of developing countries and even more so developed 
countries are exactly having money laundering and financing of terrorism 
in unknown ways. FISD annual report (2004) indicated that Kenya is one 
among the developing countries wit such  characteristics providing save 
haven for money laundering and the base of financing terrorism  cash 
based   transactions, poor requisite legal frame work, availability  of 
alternative remittance methods, illegal migration as well as poor means of 
controlling of criminals and other frauds. CBK’s report (2005) clearly 
analyzed the main goals of national task force of which will be functioning 
on the main part that render Kenya and the region of which are exposed to 
money laundering as well as financing terrorism within the region. The 
central bank of Kenya (2005-2006) identified some of the functional 
challenges of which includes; poor policy and legislative framework to fight 
AML existence of predominating cash based economy, existence  of porous 
borders  and political  instability in neighboring countries, lack of training, 
technical and institutional capacity to deal with the new issues of AML. 
      FISD annual report (2004) indicated that during the previous year 
ended 2003 the Kenyan government initiated some of the measures of 
which are mainly meant  to combat  money  laundering and financing of 
terrorism of which  involve signing  and  ratifying all the UN  convections 
on combating as well as the financing of  terrorism in the global 
criminalizing money laundering in  relation to drug trafficking, 
establishment  of an independent anti-corruption commission, Enactment  
public  officers, service code of ethics to minimize  corruption among the 
public servants, Enactment of anti corruption  and economic  crimes, 
strengthening the anti-terrorism  units within the police force, issuing of 
prudential regulation on money laundering by the central bank, 
amendment to the banking act and removal of secrecy laws, drafting  of 
witness protection bill 2005; strengthening the revenue collection system. 
     FISD (2005) indicated that the central bank of Kenya in monitoring 
process ensure that the banking industry in Kenya should follow the 
analyzed prudential requirements as well as foster the implementation of 
an adequate control of which encourage them to identify their customers 
 190
while on the other side the above so said know your customer (KYC) so 
that to ensure effective, transactions supervising high risk accounts by the 
banking industry. 
 
4.10    Banking sector reforms: financial and legal sector technical 
assistance project (FLSTAP) and financial sector reform credit (FSRC) 
in Kenya  
 
        In comparison to the past years since the year ended 1999-2000, the 
Kenya’s banking industry during the period ended 2004-2005 has been 
indicating the sense of stability by which the ratio of capital  in the 
banking industry being stable. FISD (2004) shows that some of the weak 
part of the banking sector which needs to be managed so that to 
encourage the growth in the banking industry are, the resolution and 
privatization of state owned banks, resolution of non- performing loans in 
the banking sector and legal as well as judicial reforms. According to the 
analysis of the world bank’s annual report (2004) indicated that the 
financial reform in the banking industry in Kenya should be based mainly 
on financial sector reform credit (FRSC) of which should involve the policy 
and even the banking institution reforms and financial and legal sector 
technical assistance project (FLSTAP) mainly to provide technical support 
for the launching of required reforms within the banking industry in 
Kenya. 
      The main objective of FLSTAP was to create a sound financial system 
and strengthening legal frame work that will ensure broad access to 
financial and legal services while that of  FSRC was to create a sound 
financial system  that is fully supportive of private sector  activities. The 
type of funding of FLSTAP include the technical assistance through the 
provision of consultancies, training software and hardware to strengthen 
the financial and legal sectors; also on the other side type of funding for 
FSRC will be the provision of direct credit to the government for financial 
sector    reforms, FISD(2005). 
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4.11 International and regional supervisory initiatives of the banking 
industry  
       CBK’s annual report(2005) analyzed that the central bank of Kenya 
maintained side by side base of participating mainly in the level of 
international as well as  regional supervisory initiative  that mainly affect 
the supervisory policies and practices in the banking industry in Kenya. 
 
4.12 World Bank and IMF     
  
    IMF/world bank annual report (2004) clearly mentioned that financial 
sector assessment program(FSAP) indicated that the amendments to the 
banking act to allow for independent of the central bank  and vetting  of 
significant shareholders; introduction of risk based supervision; revision of 
prudential guidelines on asset classification; capacity building for staff 
involved in supervision of financial institution; enhancing enforcement 
action on  banks that fail to comply with legal and prudential guidelines 
and continuation of efforts to introduce anti-money   laundering with legal 
framework, Hence the above analysis should motivate sustainable banking 
industry  development in Kenya. 
 
4.13 Basel committee on banking supervision  
 
         
      FISD (2005) analyzed that during the year ended June 2004 the 
governor attended under observer status the G10 central bank governor’s 
forum under the auspices of the bank for international settlements (BIS) 
hence the forum endorsed the revised frame work on international 
convergence of capital measurement and capital standards leading to its 
issuance. 
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4.14      FSI connect         
    CBK annual report (2005) analyzed that the financial  industry of which 
are operating under the frame work of BIS inaugurated an e-learning tool 
of which was referred  to FSI connect coherently planned mainly to provide 
sound banking supervisors with  more effective skills on the Basel II 
framework within the banking industry. 
 
  4.15 Microeconomic and financial management institute of East and 
South Africa (MEFMI) 
 
      According to the CBK’s annual report  (2004) the microeconomic and 
financial management institutions  of East and South Africa (MEFMI) is 
owned  by the countries of east and south Africa of which it’s members 
included Angola, Botswana, Kenya, Lesotho, Malawi, Mozambique, 
Namibia, Swaziland, Tanzania, Uganda, Zambia and Zimbabwe. In 
addition   to the above the main goals of the MEFMI include building 
sustainable capacity in identified key areas in central banks, ministries of 
finance and economic planning, fostering best practices, bringing emerging 
risk and opportunities to the executive level officials. In addition  to the 
above, central bank of Kenya’s annual report 1998 also comparatively 
analyzed that MEFMI has been dedicated since it was launched in 1997 to 
capacity building in management in all sectors of the banking industry. 
Hence the CBK (2005) also shows that Kenya became a member of MEFMI 
that Kenya became a member of MEFMI in the year 2003 and become 
active in the year 2004 in training programs. 
 
4.16 The common market for East and South Africa (COMESA) 
 
        The central bank of Kenya’s annual report (2005) mentioned that 
during the year ended 2004, the committee of common market for East ad 
south Africa (COMESA) central  bank governors meeting in Lusaka, 
Zambia, resolved to fast-track the process to a monetary union in place by 
2018. However the report analyzed that, the converging of the 25 Basel 
core principles for effective banking supervision of the said Africa region. 
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    4.17 The money affairs committee (MAC) of the East African 
community 
      In the year ended June 2004, the central bank of Kenya analyzed that 
the governors of the East African community met in Tanzania during the 
year March 2004 with the main objective of monetary affairs committee 
(MAC) as well as the system of making sound decisions relating to the 
uniting or harmonization of banking  supervision within the said east 
African community mainly for: monitoring progress in performance of 
commercial courts; spending up of the development of anti-money 
laundering legislation; drafting legislation on regulation of micro finance 
institutions; promoting  of credit reference bureaus; reviewing the proposal 
for a policy towards a consolidated financial services regulatory 
framework; defining the role of the central bank in licensing  and 
revocation of licenses of financial institutions, reviewing best practices in 
recovery of NPLs and finally revising the best approaches towards 
implementation of the new Basel capital accord. In addition to the above 
more encouragement have been made to promote the nature of 
harmonization in the banking industry in Kenya.  
 
     4.18  Deployment of the bank supervision application (BSA) 
      
        FISDA annual report (2005) explained the banking supervision 
application (BSA) as that system which provides information and 
communication technology (ICT) mainly to automate the banking 
supervision workflows as well as risk analysis in the east and South 
African central banking regions. CBK’s annual report (2005) indicated that 
the above analyzed system was equally deployed in Kenya by the central 
bank of Kenya during the year ended 2004. Hence the main advantages of 
the BSA solution in relation to the above is  that it is  integrated with ICT 
of which exactly automates all supervisory process and risk analysis, 
hence it discourages too  much time period in analyzing the management 
reports, then there is no need for information  collection from various 
sources’ the bank supervision application has also encouraged and 
contained the facility for automated data capturing the facility for 
automating from financial institutions with accurate data; also the BSA is 
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the source of powerful analytical tool for reports and graphs that are also 
encouraging sound supervision in taking time on data analysis’ it provides 
the database management system suitable for data within the banking 
industry encourages sound workflow as well as providing good 
management   techniques within the banking industry. It encourages 
suitable system of cost sharing of which attracts all the central banking 
industry to have good solutions and minimizes the cost; it also encourages 
and provides the foundation for launching of harmonized banking 
supervision in the east African central banking region. 
Table 80 
Audited banking sector Balance Sheet as at December 2004 
 
                                                                               
 banks NPLs Sub-total % BLD-
societi
es 
Total % Gro
wth 
   
Assets 
 
Cash 
 
Balance at CBK 
 
Placement 
 
Government  
Securities 
 
Investments 
 
Advances (net) 
 
Foreign loans 
 
Other foreign  
Assets 
 
Fixed assets 
 
Other assets 
 
 
10,164 
 
 
32,653 
 
10;932 
 
 
110617 
 
4,480 
 
242,714 
 
47,144 
 
 
42,679 
 
16,483 
 
35,842 
 
 
70 
 
 
144 
 
1,427 
 
 
3,371 
 
124 
 
9,879 
 
34 
 
 
63 
 
336 
 
635 
 
 
10,234 
 
 
32,767 
 
12359 
 
 
113,988 
 
4,604 
 
252,593 
 
47,178 
 
 
42,742 
 
16,819 
 
36,477 
 
 
2 
 
 
6 
 
2 
 
 
20 
 
1 
 
44 
 
8 
 
 
8 
 
3 
 
6 
 
 
64 
 
 
- 
 
1,223 
 
 
2,006 
 
452 
 
2120 
 
- 
 
 
- 
 
1,142 
 
881 
 
 
10,298 
 
 
32767 
 
19,582 
 
 
115,994 
 
5,056 
 
254,713 
 
47,178 
 
 
42,742 
 
17961 
 
37,358 
 
 
2 
 
 
6 
 
2 
 
 
20 
 
1 
 
44 
 
8 
 
 
7 
 
3 
 
 
6 
 
 
6 
 
 
34 
 
10 
 
 
-19 
 
11 
 
29 
 
9 
 
 
59 
 
5 
 
 
1 
   
Total 553,708 16053 569,751 100 7,888 577,549 100 12    
Liabilities 
 
Local currency  
deposits 
 
Foreign currency 
deposits 
 
Accrued interest 
 
Foreign 
liabilities 
 
 
 
385,854 
 
 
 
79429 
 
 
929 
 
 
 
 
12947 
 
 
 
- 
 
 
57 
 
 
 
 
378,751 
 
 
 
79,429 
 
 
986 
 
 
 
 
66 
 
 
 
14 
 
 
0 
 
 
 
 
5,353 
 
 
 
- 
 
 
53 
 
 
 
 
385,104 
 
 
 
79,429 
 
 
1,039 
 
 
 
 
57 
 
 
 
14 
 
 
0 
 
 
 
 
8 
 
 
 
35 
 
 
-8 
 
   
 195
 
 other liabilities 
 
11225 
 
30929 
 
- 
 
732 
 
11225 
 
31,860 
 
2 
 
6 
 
- 
 
364 
 
11,225 
 
32,023 
 
2 
 
5 
 
135 
 
-6 
Total liabilities 488,315 13,736 502051 88 6,769 
 
508820 88 12    
Net 
Assets(liabilities) 
65,393 2,317 67,710 12 1,119 68829 12 13    
 
 
 
Capital and 
reserve 
 
Paid up assigned 
capital 
 
Shareholders 
loans grants 
 
Reserves 
 
P&L acc. 
 
Total 
shareholders 
Fund 
 
 
 
 
 
 
 
40472 
 
 
745 
 
20497 
 
3678 
 
 
 
65393 
 
 
 
 
 
 
 
1475 
 
 
- 
 
463 
 
379 
 
 
 
2317 
 
 
 
 
 
 
 
41947 
 
 
746 
 
20960 
 
4057 
 
 
 
67710 
 
 
 
 
 
 
 
7 
 
 
0 
 
4 
 
1 
 
 
 
12 
 
 
 
 
 
 
 
350 
 
 
- 
 
680 
 
89 
 
 
 
1119 
 
 
 
 
 
 
 
42297 
 
 
745 
 
21640 
 
4145 
 
 
 
68829 
 
 
 
 
 
 
 
7 
 
 
0 
 
4 
 
1 
 
 
 
12 
 
 
 
 
 
 
 
9 
 
 
-34 
 
51 
 
-38 
 
 
 
13 
   
 
Current 
liabilities 
 
Gross loans 
 
Total loans 
 
Gross NPLs 
 
Total NPLs 
 
Interest in 
suspense 
 
Specific 
provisions 
 
General 
provisions 
 
Total provisions 
 
Gross provisions 
 
Accm. 
depreciations 
 
Total capital 
 
Total Risk 
weighted  Assets 
 
Performance 
indicators 
 
89413 
 
 
364405 
 
329521 
 
101971 
 
67087 
 
 
34884 
 
 
35593 
 
 
3070 
 
39663 
 
74547 
 
 
16087 
 
65077 
 
 
388539 
 
 
 
 
3 
 
 
14758 
 
10723 
 
8416 
 
4381 
 
 
4035 
 
 
749 
 
 
51 
 
810 
 
4845 
 
 
338 
 
2316 
 
 
11638 
 
 
 
 
89416 
 
 
379163 
 
340244 
 
110387 
 
71468 
 
 
38919 
 
 
37342 
 
 
3131 
 
40473 
 
79392 
 
 
16423 
 
67393 
 
 
392177 
 
 
 
  
- 
 
 
3127 
 
2737 
 
1502 
 
1112 
 
 
390 
 
 
598 
 
 
19 
 
617 
 
1007 
 
 
218 
 
705 
 
 
4679 
 
 
 
 
89416 
 
 
382290 
 
342981 
 
111889 
 
72580 
 
 
39309 
 
 
37940 
 
 
3150 
 
41090 
 
80399 
 
 
16641 
 
65782 
 
 
396857 
 
 
 
  
36 
 
 
 
 
21 
 
24 
 
2 
 
 
2 
 
 
2 
 
 
13 
 
21 
 
14 
 
 
8 
 
14 
 
 
19 
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Capital/ deposit 
ratio 
 
Capital /assets 
ratio 
(unweighted) 
 
Core 
Capital/TRWA 
 
Total 
capital/TRWA 
 
Core 
capital/Total 
deposits 
 
Liquidity ratio 
 
Gross 
prov./Gross 
NPLs 
 
 
Gloss NPLs 
Adva./gross 
loans 
 
Total NPLs/total 
loans 
 
(Total NPLs& 
prov.)Net loans 
 
Gross 
loans/deposit 
ratio 
 
Gross 
prov./gross loans 
 
Total prov./total 
loans. 
 
Total 
NPLs/Total 
Assets. 
 
14.7 
 
 
 
 
10.2 
 
 
16.2 
 
 
17.1 
 
 
 
13.2 
 
42.4 
 
 
 
 
73.1 
 
 
28.0 
 
 
20.4 
 
 
 
7.5 
 
 
81.7 
 
 
 
20.5 
 
 
12.0 
 
 
 
12.1 
 
17.8 
 
 
 
 
14.4 
 
 
18.7 
 
 
20.1 
 
 
 
16.7 
 
36.3 
 
 
 
 
57.6 
 
 
57.0 
 
 
40.9 
 
 
 
24.2 
 
 
113.5 
 
 
 
32.8 
 
 
7.6 
 
 
 
27.3 
 
14.7 
 
 
 
 
10.3 
 
 
16.2 
 
 
17.2 
 
 
 
13.9 
 
50.6 
 
 
 
 
71.9 
 
 
29.1 
 
 
21.0 
 
 
 
6.2 
 
 
82.5 
 
 
 
20.9 
 
 
11.9 
 
 
 
12.5 
 
17.5 
 
 
 
 
14.2 
 
 
13.2 
 
 
15.1 
 
 
 
9.7 
 
47.8 
 
 
 
 
67.0 
 
 
48.0 
 
 
40.6 
 
 
 
15.8 
 
 
48.8 
 
 
 
32.2 
 
 
22.5 
 
 
 
14.1 
 
14.8 
 
 
 
 
10.3 
 
 
16.2 
 
 
16.6 
 
 
 
13.8 
 
48.2 
 
 
 
 
71.9 
 
 
29.3 
 
 
21.2 
 
 
 
8.2 
 
 
82.1 
 
 
 
21.0 
 
 
12.0 
 
 
 
12.6 
 
19 
 
Source;CBK 2005 
 Table 81 
Audited Banking sector Balance sheet as at December 2003 
 
 banks NPLs Sub-total % BLD-
societies 
Assets 
 
Cash 
 
Balance at CBK 
 
Placement 
 
 
9,373 
 
24,292 
 
7,334 
 
 
65 
 
116 
 
2,431 
 
 
9,438 
 
24,408 
 
9765 
 
 
250 
 
0 
 
2,565 
 
 
9,688 
 
24,408 
 
12330 
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Government  
Securities 
 
Investments 
 
Advances (net) 
 
Foreign loans 
 
Other foreign  
Assets 
 
Fixed assets 
 
Other assets 
 
 
137,030 
 
3948 
 
184,111 
 
43,187 
 
26,692 
 
15,395 
 
 
35662 
 
 
3,497 
 
94 
 
10118 
 
- 
 
63 
 
335 
 
 
734 
 
 
140,527 
 
4042 
 
194,229 
 
43187 
 
26755 
 
15730 
 
 
36396 
 
 
2,522 
 
513 
 
3,285 
 
0 
 
120 
 
1,403 
 
 
664 
 
 
143,049
 
4,555 
 
197514
 
43,187 
 
26,875 
 
17133 
 
 
37,060 
Total 487,024 17459 504,477 11,322 515790
Liabilities 
 
Local  
currency  
deposits 
 
Foreign currency 
deposits 
 
Accrued interest 
 
Foreign liabilities 
 
 other liabilities 
 
 
 
 
332,146 
 
 
 
58,884 
 
 
 
 
983 
 
 
4,772 
 
 
 
32,951 
 
 
 
 
14452 
 
 
 
- 
 
 
 
 
83 
 
 
- 
 
 
 
711 
 
 
 
 
346598 
 
 
 
58884 
 
 
 
 
1065 
 
 
4772 
 
 
 
33662 
 
 
 
 
9359 
 
 
 
0 
 
 
 
 
65 
 
 
0 
 
 
 
400 
 
 
 
 
355957
 
 
 
58884 
 
 
 
 
1131 
 
 
4772 
 
 
 
34062 
Total liabilities  
429,736 
 
15246 
 
444982 
 
9824 
 
454806
Net 
Assets(liabilities) 
 
 
57,283 
 
 
2207 
 
 
59495 
 
 
1498 
 
 
60993 
 
 
 
Capital and reserve 
 
Paid up assigned 
capital 
 
Shareholders loans 
 
 
 
 
 
 
36859 
 
 
 
 
 
 
 
 
1531 
 
 
 
 
 
 
 
 
38390 
 
 
 
 
 
 
 
 
413 
 
 
 
 
 
 
 
 
38803 
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grants 
 
Reserves 
 
P&L acc. 
 
Total shareholders 
Fund 
1127 
 
13035 
 
6267 
 
 
57288 
- 
 
83 
 
293 
 
 
2207 
1127 
 
3418 
 
5560 
 
 
59495 
0 
 
950 
 
195 
 
 
1498 
1127 
 
14368 
 
6695 
 
 
60993 
 
Current liabilities 
 
Gross loans 
 
Total loans 
 
Gross NPLs 
 
Total NPLs 
 
Interest in suspense 
 
Specific provisions 
 
General provisions 
 
Total provisions 
 
Gross provisions 
 
Accm. depreciations 
 
Total capital 
 
Total Risk weighted  
Assets 
 
Performance 
indicators 
Capital/ deposit ratio 
 
Capital /assets ratio 
(unweighted) 
 
Core Capital/TRWA 
 
Total capital/TRWA 
 
Core capital/Total 
deposits 
 
Liquidity ratio 
 
 
65898 
 
295830 
 
261949 
 
98887 
 
65006 
 
33881 
 
321445 
 
2506 
 
34651 
 
68532 
 
13991 
 
54549 
 
 
316290 
 
 
 
14.6 
 
 
10.4 
 
16.2 
 
17.2 
 
 
13.1 
 
49.2 
 
 
7 
 
15302 
 
10903
9 
9283 
 
4884 
 
4399 
 
725 
 
50 
 
785 
 
5184 
 
423 
 
2186 
 
 
11784 
 
 
 
15.2 
 
 
12.5 
 
17.2 
 
18.6 
 
 
14.0 
 
30.4 
 
 
65905 
 
311132 
 
272852 
 
108170 
 
69890 
 
38280 
 
32870 
 
2566 
 
35436 
 
73716 
 
14414 
 
56735 
 
 
328074 
 
 
 
14.6 
 
 
10.4 
 
16.3 
 
7.3 
 
 
13.2 
 
48.8 
 
 
2 
 
4189 
 
3881 
 
1728 
 
1420 
 
308 
 
566 
 
31 
 
596 
904 
 
218 
 
937 
 
 
6405 
 
 
 
15.9 
 
 
13.2 
 
13.5 
 
14.6 
 
 
9.2 
 
47.8 
 
 
65907 
 
315321
 
276733
 
109898
 
71310 
 
38588 
 
33435 
 
2597 
 
36032 
 
74620 
 
14632 
 
55486 
 
 
33448 0
 
 
 
14.7 
 
 
10.5 
 
16.2 
 
16.6 
 
 
13.1 
 
48.2 
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Gross prov./Gross 
NPLs 
 
 
Gloss NPLs 
Adva./gross loans 
 
Total NPLs/total 
loans 
 
(Total NPLs& 
prov.)Net loans 
 
Gross loans/deposit 
ratio 
 
 
Gross prov./gross 
loans 
 
Total prov./total 
loans. 
 
Total NPLs/Total 
Assets. 
 
69.3 
 
 
 
39.4 
 
 
24.8 
 
 
10.3 
 
 
75.5 
 
 
 
23.2 
 
 
13.2 
 
 
13.3 
 
55.8 
 
 
 
60.3 
 
 
44.8 
 
 
26.8 
 
 
105.3 
 
 
 
33.9 
 
 
7.2 
 
 
28.0 
 
68.1 
 
 
 
34.8 
 
 
25.6 
 
 
11.1 
 
 
76.5 
 
 
 
23.7 
 
 
13.0 
 
 
13.9 
 
52.3 
 
 
 
41.3 
 
 
36.6 
 
 
19.7 
 
 
44.5 
 
 
 
21.6 
 
 
15.4 
 
 
12.5 
 
67.9 
 
 
 
34.9 
 
 
25.8 
 
 
11.2 
 
 
75.8 
 
 
 
23.7 
 
 
13.0 
 
 
13.8 
 
 
 
Sources:  1.Central Bank of Kenya Annual report 2003,  
          2. Central Bank of Kenya Annual report 2004,  
          3. Central Bank of Kenya Annual report 2005 
                        4.  Financial institution supervision Annual report 2003, 
                        5.  Financial institution supervision Annual report 2004,  
                        6. Financial institution supervision Annual report 2005.  
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Table 83 
Audited banking sector profit and loss  
As at December 2004 
 
Kshs million            
 
Interest on 
advances 
Interest on 
placement 
Interest on 
Govt.secur. 
Foreign exc.gain-
loss 
Other interest 
income 
Other incomes  
Total 
Expenses 
Interest on deposit 
Other interest 
expenses 
Occupancy cost 
Directors 
Emoluments 
Bard debts charge 
Salaries and wages 
Other expenses 
Total  
Profit before tax 
Number of 
employees 
Performance 
indicators in % 
Yield on Earning 
assets 
Cost of funding 
earning  
assets 
Interest margin on 
earning Assets 
Yield on advances 
Cost of deposit 
Return on 
Assets(including 
contingencies) 
Return on 
shareholders fund 
Overhead to 
earnings 
Ratings ;             
Capital adequacy 
Asset quality 
Earnings 
Liquidity 
Composite Score 
Banks 
 23752 
 
4763 
 
7239 
 
4523 
 
753 
18822 
59852 
 
 
5661 
 
299 
1610 
 
372 
7183 
 
14266 
15724 
45114 
14738 
 
11941 
 
 
9.1 
 
 
 
1.3 
 
7.8 
7.3 
1.6 
 
 
2.1 
 
22.5 
 
65.4 
 
2.00 
2.00 
2.00 
1.00 
NBFI 
 
 
1383 
 
48 
 
183 
 
1 
 
8 
283 
1905 
 
 
398 
 
4 
72 
 
9 
335 
 
484 
319 
1621 
284 
 
355 
 
 
8.6 
 
 
 
2.1 
 
6.5 
9.9 
3.1 
 
 
1.4 
 
12.3 
 
64.0 
 
1.00 
5.00 
3.00 
1.00 
SUB 
tatal 
 
25135 
 
4811 
 
7422 
 
4524 
 
761 
19104 
61757 
 
 
6059 
 
303 
1682 
 
381 
7518 
 
14750 
16043 
46795 
15022 
 
12296 
 
 
9.1 
 
 
 
7.3 
 
8.7 
5.6 
1.6 
 
 
2.1 
 
9.0 
 
65.4 
 
2.00 
2.00 
2.00 
1.00 
% 
 
 
41 
 
8 
 
12 
 
7 
 
1 
31 
100
 
 
13 
 
1 
4 
 
1 
16 
 
32 
34 
100
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
BLDs 
 
 
322 
 
57 
 
154 
 
6 
 
4 
380 
923 
 
 
152 
 
2 
118 
 
42 
97 
 
184 
210 
805 
118 
 
398 
 
 
8.8 
 
 
 
2.5 
 
6.3 
12.8 
2.4 
 
 
1.4 
 
10.5 
 
70.5 
 
3.00 
4.00 
3.00 
1.00 
Tatal 
 
 
25457 
 
4868 
 
7576 
 
4530 
 
765 
19484 
62680 
 
 
6211 
 
305 
1800 
 
423 
7615 
 
14934 
16253 
47540 
15140 
 
12694 
 
 
9.1 
 
 
 
7.4 
 
8.7 
5.6 
1.6 
 
 
2.1 
 
9.0 
 
65.4 
 
2.00 
2.00 
2.00 
1.00 
% 
 
 
41 
 
8 
 
12 
 
7 
 
1 
31 
100 
 
 
13 
 
1 
4 
 
1 
16 
 
31 
34 
100 
Growth 
% 
 
-9.0 
 
38.3 
- 
27.0 
 
-4.0 
 
-3.0 
2.0 
-2.0 
 
 
-27.0 
 
-74.0 
-5.0 
 
2.0 
-10.0 
 
1.0 
11.0 
-5.0 
7.0 
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Performance 
category 
1.75 
satisfac
tory 
2.50 
Fair
1.75 
satisfac
tory
2.75 
Fair 
 
1.75 
satisfac
tory
 
Table 84 
Audited Banking sector profit and loss as at December 2003 
 
 
 
Income. 
 
 
Interest on advances 
Interest on placement 
Interest on Govt.secur. 
Foreign exc.gain-loss 
Other interest income 
Other incomes  
Total 
Expenses 
Interest on deposit 
Other interest expenses 
Occupancy cost 
Directors Emoluments 
Bard debts charge 
Salaries and wages 
Other expenses 
Total  
Profit before tax 
Number of employees 
Performance indicators in % 
Yield on Earning assets 
Cost of funding earning  
assets 
Interest margin on earning 
Assets 
Yield on advances 
Cost of deposit 
Return on Assets(including 
contingencies) 
Return on shareholders fund 
Overhead to earnings 
Ratings ;             
Capital adequacy 
Asset quality 
Earnings 
Liquidity 
Composite Score 
Performance category 
Banks 
 
 
25044 
853 
9844 
4675 
758 
18359 
59592 
 
7516 
1186 
1708 
370 
7272 
14036 
13895 
45983 
13583 
11139 
 
10.1 
 
2.1 
 
7.9 
9.6 
2.6 
 
2.3 
 
23.7 
62.6 
2.00 
3.00 
2.00 
1.00 
2.00 
satisfactory 
NBFIs 
 
 
2282 
69 
204 
30 
12 
282 
2880 
 
646 
5 
65 
9 
1042 
483 
350 
2599 
281 
390 
 
12.6 
 
3.2 
 
9.5 
15.7 
4.5 
 
1.3 
 
12.7 
67.7 
2.00 
5.00 
3.00 
1.00 
2.75 
fair 
 
Sub- 
tatal 
 
27326 
922 
10048 
4705 
770 
18641 
62412 
 
8162 
1191 
1773 
979 
8313 
14519 
14245 
48582 
13630 
11529 
 
10.2 
 
2.2 
 
8.0 
9.9 
2.7 
 
2.2 
 
23.2 
62.9 
2.00 
3.00 
2.00 
1.00 
2.00 
satisfactory 
  
 
 
Source ;   CBK  annual report 2005 
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Table 85 
Market share ;( Net Assets, Net advances, deposits, capital and 
profits) Dec.2004 
 
Kshs Mn. 
Name of 
institutions. 
Tatal 
assets 
Marke
t 
share 
Net  
advance
s 
Mark
et 
share 
Tatal 
Depos
its 
Mark
et 
share 
Capita
l 
&reser
ve 
Marke
t share 
Pre-
tax 
 
Mar
ket  
share 
 
 
Barclays Bank 
of Kenya ltd. 
Standard 
chartered bank 
ltd  
Kenya 
commercial 
Bank ltd 
Co-operative 
Bank of Kenya 
National bank of 
Kenya 
 
Citibank N.A. 
 
Commercial 
bank of Africa 
 
CFC Bank Ltd 
national  
 
industrial credit 
bank 
 
Investments and 
mortgages bank 
Stanbic bank 
Kenya ltd 
 
Diamond trust 
bank of Kenya 
First American 
bank ltd 
 
Bank of Baroda 
 
Equity Bank ltd 
 
Bank of India 
 
Fine Bank ltd 
 
Imperial Bank 
ltd 
 
Prime Bank ltd 
 
Bank of Africa 
 
Giro 
commercial 
bank 
 
Habib AG 
 
   
10753 
 
   
67306 
 
   
66536 
 
 46476 
   
30594 
   
25129 
 
   
20176 
 
   
17727 
 
   
16636 
 
 
 14912 
   
11479 
 
  
11037 
     
8928 
     
8355 
     
6707 
     
6138 
 
   5948 
 
   5814 
      
 
5709 
   
4945 
 
      
 
4744 
 
   
 
     
19.4 
    
     
12.2 
 
    
 12.0 
 
 8.4 
     
 5.5 
      
 4.5 
   
     
  3.6 
 
 
      3.2 
 
      
 3.0 
 
   
 2.7 
     
  2.1 
 
  
 2.0 
 
1.6 
 
1.5 
 
1.2 
 
1.1 
 
 1.1 
 
      1.1 
 
      
 1.0 
 
 0.9 
 
     
   
0.9 
 
      
 
  
  63187 
 
  
  26557 
 
  
  33644 
 
  27009 
   
 22302 
      
9595 
 
 
     5305 
 
 
   10940 
 
   
 11307 
 
    
 8198 
   
  6991 
 
    
 7137 
 
    5088 
 
    2692 
 
     2874 
 
     1522 
 
     2718 
 
     3870 
 
      
2612 
 
  3053 
 
    
  
 3027 
 
      
 
    
21.8 
 
      
9.2 
  
    
11.6 
 
    9.3 
      
7.7 
     
3..3 
 
      
1.8 
 
      
3.8 
 
      
3.9 
       
 
2.8 
      
2.4 
       
 
2.5 
 
    1.8 
      
0.9 
 
 1.0 
      
0.5 
      
0.9 
 
    1.3 
 
    
 0.9 
 
1.1 
 
       
 
1.0 
 
   
 
      
82583 
 
      
56971 
 
      
54560 
 
 39486 
      
25470 
      
20001 
 
      
17774 
 
 
 14268 
 
      
12788 
 
   
2554 
        
8092 
       
 
9203 
        
7500 
        
7130 
        
5074 
        
4935 
        
5021 
 
   4662 
     
 
4737 
 
3964 
 
         
 
4137 
       
 
 
 
18.6 
 
 
12.8 
 
 
12.3 
 
8.9 
 
5.7 
 
4.5 
 
 
4.0 
 
 
3.2 
 
 
2.9 
 
 
2.8 
 
1.8 
 
 
2.1 
 
1.7 
 
1.6 
 
1.1 
 
1.1 
 
1.1 
 
1.1 
 
 
1.1 
 
0.9 
 
 
 
0.9 
 
 
 
 
12485 
 
 
5419 
 
 
7978 
 
3299 
 
2625 
 
3510 
 
 
1812 
 
 
1702 
 
 
2644 
 
 
1721 
 
1771 
 
 
12231 
 
1325 
 
968 
 
1271 
 
959 
 
786 
 
876 
 
 
670 
 
649 
 
 
 
431 
 
 
 
 
19.1 
 
 
8.3 
 
 
12.2 
 
5.0 
 
4.0 
 
5.4 
 
 
2.8 
 
 
2.6 
 
 
4.0 
 
 
2.6 
 
2.7 
 
 
1.9 
 
2.0 
 
1.5 
 
1.9 
 
1.5 
 
1.2 
 
1.3 
 
 
1.0 
 
1.0 
 
 
 
0.7 
 
 
 
 
5413 
 
 
2691 
 
 
1076 
 
354 
 
743 
 
356 
 
 
416 
 
 
354 
 
 
373 
 
 
372 
 
154 
 
 
193 
 
214 
 
65 
 
218 
 
123 
 
-51 
 
268 
 
 
103 
 
-32 
 
 
 
14 
 
 
 
 
36.7 
 
 
18.3 
 
 
7.3 
 
2.4 
 
5.0 
 
2.4 
 
 
2.8 
 
 
2.4 
 
 
2.5 
 
 
2.5 
 
1.0 
 
 
1.3 
 
1.5 
 
0.4 
 
1.5 
 
0.8 
 
-0.3 
 
1.8 
 
 
0.7 
 
-0.2 
 
 
 
0.1 
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Zurich 
 
Akiba Bank ltd 
 
African Banking 
corporation 
Guardian Bank 
 
Middle East 
Bank of Kenya 
Southern Credit 
Banking corp. 
Victoria 
commercial 
bank ltd 
 
Charterhouse 
bank of Kenya 
ltd 
 
Habib  Bank ltd 
 
Equatorial 
Commercial 
Bank 
Consolidated 
Bank of Kenya 
 
K-REP bank 
 
Credit Bank ltd 
 
Development 
Bank ltd 
 
Transnational 
Bank ltd 
 
Chase Bank ltd 
 
Oriental 
commercial 
Bank 
Fidelity 
commercial 
Bank  
Industrial  
development 
bank 
Paramount-
universal bank 
Dubai Bank ltd  
 
City finance 
Bank 
 
Daima Bank ltd 
 
Total 
 
 
 4453 
 
   4210 
     
 
4188 
4112 
 
   
 3983 
 
   3848 
 
     
3620 
     
 
 
3407 
 
3368 
 
 
 
2873 
 
2767 
 
2710 
 
2708 
 
 
2391 
 
 
2342 
 
2086 
 
 
 
1530 
 
 
1587 
 
 
1398 
 
1328 
926 
 
 
543 
 
403 
 
553707 
 
 
 0.8 
 
      0.8 
 
    
   0.8 
  0.7 
 
       
0.7 
      
 0.7 
 
   
 0.7 
 
      
 
 0.6 
 
0.6 
 
 
 
0.5 
 
0.5 
 
0.5 
 
0.5 
 
 
0.4 
 
 
0.4 
 
0.4 
 
 
 
0.3 
 
 
0.3 
 
 
0.3 
 
0.2 
0.2 
 
 
0.1 
 
0.1 
 
100.00 
 
1039 
 
     2541 
 
      
2065 
2876 
 
      
1608 
     
 1972 
 
   
  1877 
 
     
 
 1751 
 
872 
 
 
 
1750 
 
1129 
 
2044 
 
1352 
 
 
647 
 
 
867 
 
1280 
 
 
 
544 
 
 
1087 
 
 
1092 
 
758 
550 
 
 
308 
 
218 
 
289855  
  0.4 
     
0.9 
       
 
0.7 
1.0 
 
    
 0.6 
      
0.7 
 
 
0.7 
       
 
 
0.6 
 
0.3 
 
 
 
0,6 
 
0.4 
 
0.7 
 
0.5 
 
 
0.2 
 
 
0.3 
 
0.4 
 
 
 
0.2 
 
 
0.4 
 
 
0.4 
 
0.3 
0.2 
 
 
0.1 
 
0.1 
 
100.0 
 
 
3763 
       
3169 
         
 
3446 
3261 
         
 
3146 
        
3203 
 
   
3049 
      
 
 
2820 
 
2767 
 
 
 
2294 
 
1907 
 
1602 
 
2252 
 
 
620 
 
 
1229 
 
1452 
 
 
 
638 
 
 
1277 
 
 
212 
 
997 
475 
 
 
74 
 
669 
 
445232
 
 
0.9 
 
0.7 
 
 
0.8 
0.7 
 
 
0.7 
 
0.7 
 
 
0.7 
 
 
 
0.6 
 
0.6 
 
 
 
0.5 
 
0.4 
 
0.4 
 
0.5 
 
 
0.1 
 
 
0.3 
 
0.3 
 
 
 
0.1 
 
 
0.3 
 
 
0.1 
 
0.2 
0.1 
 
 
0.0 
 
0.2 
 
100.00
448 
 
604 
 
 
504 
715 
 
 
713 
 
504 
 
 
507 
 
 
 
503 
 
413 
 
 
 
508 
 
565 
 
757 
 
419 
 
 
934 
 
 
1009 
 
526 
 
 
 
388 
 
 
262 
 
 
184 
 
292 
373 
 
 
417 
 
-276 
 
65394 
0.7 
 
0.9 
 
 
0.8 
1.1 
 
 
1.1 
 
0.8 
 
 
0.8 
 
 
 
0.8 
 
0.6 
 
 
 
0.8 
 
0.9 
 
1.2 
 
0.6 
 
 
1.4 
 
 
1.5 
 
0.8 
 
 
 
0.6 
 
 
0.4 
 
 
0.3 
 
0.5 
0.6 
 
 
0.6 
 
-0.4 
 
100.00 
56 
 
-62 
 
 
114 
119 
 
 
36 
 
61 
 
 
45 
 
 
 
43 
 
92 
 
 
 
103 
 
-71 
 
110 
 
47 
 
 
94 
 
 
1035 
 
92 
 
 
 
-369 
 
 
2 
 
 
-90 
 
12 
31 
 
 
11 
 
-3 
 
14739 
0.4 
 
-0.4 
 
 
0.8 
0.8 
 
 
0.2 
 
0.4 
 
 
0.3 
 
 
 
0.3 
 
0.6 
 
 
 
0.7 
 
-0.5 
 
0.7 
 
0.3 
 
 
0.6 
 
 
7.0 
 
-0.6 
 
 
 
-2.5 
 
 
0.0 
 
 
-0.6 
 
0.1 
0.2 
 
 
0.1 
 
0.0 
 
100.0
 
 
NBFIs 
 
 
 
 
 
 
 
 
 
 
      
 
 
 
Housing 
Finance CO. of 
Kenya 
Saving & Loan 
 
 
 
9489 
 
 
 
 
59.1 
 
 
 
 
6617 
 
 
 
 
66.8 
 
 
 
 
8012 
 
 
 
 
61.9 
 
 
 
 
1080 
 
 
 
 
46.6 
 
 
 
 
99 
 
 
 
 
40.7 
 
 
 204
(k)ltd 
 
Prime Capital& 
credit ltd 
3858 
 
 
2704 
24.0 
 
 
16.9 
1982 
 
 
1313 
20.0 
 
 
13.2 
2984 
 
 
1950 
23.1 
 
 
15.0 
533 
 
 
704 
23.0 
 
 
30.4 
19 
 
 
125 
7.7 
 
 
51.6 
 
Total 16051 100.0 9912 100.0 12946 100.0 2317 100.0 243 100.  
 
 
Building 
societies 
 
 
           
 
East Africa 
Building society 
Family finance 
 
5610 
 
2193 
 
72.2 
 
27.6 
 
1142 
 
978 
 
53.9 
 
46.1 
 
4514 
 
1839 
 
71.1 
 
28.9 
 
751 
 
285 
 
74.6 
 
25.4 
 
18.1 
 
90.9 
 
16.5 
 
83.5 
 
 
Total 
 
7803 
 
99.8 
 
2120 
 
100.0 
 
6353 
 
100.0 
 
1036 
  
100.0    
 
109.0 
 
100. 
 
 
 
 
 
 
Sources; 1).Central Bank of Kenya ‘Annual report 2003, 
                2).Central Bank of Kenya ‘Annual report 2004, 
                3).Central Bank of Kenya ‘Annual report 2005 
                4). Financial institution supervision department Annual report 
2003,  
                5).Financial institution supervision department Annual report 
2004  
                6).Financial institution supervision department Annual report 
2005. 
 
Table 86 
Non –Performing Loans & provision-December 2004 
 
 
 
 
 NAMES  OF INSTITUTIONS 
1 
Tatal Non perf. 
loans  
2 
Specific 
provisions 
3 
Tatal loans  
4 
NPLs/tata
l loans  
(1/3) % 
5 
Specific 
prov./ 
NPLs(2
/1) % 
 
National Bank of Kenya ltd 
 
Kenya commercial Bank ltd 
 
Barclays Bank ltd 
 
Co-corporative  Bank of Kenya 
ltd 
 
Standard chartered Bank ltd 
 
Oriental  comm. Bank 
 
Akiba Bank ltd 
 
Guardian Bank 
 
Consolidated Bank of Kenya 
 
Giro commercial Bank 
 
Investment & mortgages Bank 
 
Southern credit Banking corp. 
 
National industrial credit   
 
First American  Bank ltd 
 
17,233,725 
 
15,777,723 
 
9,081,239 
 
8,663,321 
 
 
1,631,842 
 
1,127,826 
 
104,248 
 
910,632 
 
780,662 
 
774,013 
 
766,030 
 
65,1574 
 
589,512 
 
577,183 
 
12,109,447 
 
8,433,969 
 
3,844,032 
 
5496106 
 
 
255,499 
 
802,789 
 
390,332 
 
281,028 
 
443,881 
 
221,655 
 
188,916 
 
171748 
 
547,716 
 
170,370 
 
43,627,555 
 
42,348,284 
 
69,768,719 
 
33,023,932 
 
 
26,960,203 
 
1,354,982 
 
2,714,538 
 
3,222,462 
 
1579270 
 
3,273,717 
 
8,468,385 
 
2158701 
 
1,1854,340 
 
5,306,264 
 
49.8 
 
37.3 
 
13.0 
 
26.2 
 
 
6.1 
 
83.2 
 
38.4 
 
28.3 
 
49.4 
 
23.6 
 
9.0 
 
30.2 
 
5.0 
 
10.9 
 
70.3 
 
53.5 
 
42.3 
 
63.4 
 
 
15.7 
 
71.2 
 
37.4 
 
30.9 
 
56.9 
 
28.6 
 
24.7 
 
26.4 
 
92.9 
 
29.5 
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Fina Bank ltd 
 
Charterhouse Bank ltd 
 
Daima Bank ltd 
 
Commercial bank of Africa 
 
Industrial Development Bank 
 
Paramount-universal Bank 
 
Middle East Bank of Kenya  
 
Prime Bank ltd 
 
 CFC Bank ltd 
 
Citibank N.A. 
 
Imperial Bank ltd 
 
Development Bank of Kenya 
 
Bank of Baroda 
 
Transnational Bank ltd 
 
Fidelity commercial Bank 
 
Dubai Bank ltd 
 
Credit bank ltd 
 
Equity bank ltd 
 
 
 
 
African Banking corporation 
 
Chase Bank ltd 
 
City Finance Bank 
 
National industrial credit Bank 
 
Oriental comm. Bank 
 
Paramount –universal Bank 
 
Prime Bank ltd 
 
Southern Credit Banking corp. 
 
Stanbic Bank Kenya ltd 
 
Standard Chartered Bank ltd 
 
Transnational Bank ltd 
 
Victoria commercial Bank ltd 
 
 
548,473 
 
534,023 
 
500,893 
 
485,196 
 
453,724 
 
433,384 
 
399,801 
 
394,462 
 
393,952 
 
386,237 
 
373,296 
 
263,213 
 
234,485 
 
217,794 
 
196,257 
 
187,332 
 
166,572 
 
166,572 
 
 
 
 
130,467 
 
118,277 
 
115,139 
 
589,512 
 
127,826 
 
433,384 
 
394,462 
 
651,574 
 
100,410 
 
1631,842 
 
217,794 
 
      5,0631 
 
342,722 
 
213,401 
 
331,443 
 
289,024 
 
126,996 
 
100,339 
 
78,613 
 
146,772 
 
151,836 
 
116,046 
 
289,956 
 
111,771 
 
79,498 
 
157,615 
 
98,583 
 
6,1614 
 
30,131 
 
99,717 
 
 
 
 
45,293 
 
532 
 
22,966 
 
547,716 
 
802,789 
 
100,339 
 
146,772 
 
171,748 
 
14,204 
 
255,499 
 
157,615 
 
3,0231 
 
 
3,086,639 
 
1,983,136 
 
552,233 
 
5,648,091 
 
1,226,232 
 
890,197 
 
1,702,419 
 
2,782,770 
 
11,199,634 
 
9814,650 
 
419,8043 
 
770,357 
 
2,797,686 
 
1,044,065 
 
1,195,961 
 
616,771 
 
1,396,296 
 
1,396,296 
 
 
 
 
2,130,829 
 
1,293,553 
 
333,574 
 
1,1854,340 
 
1,354,982 
 
890,197 
 
2,782,770 
 
2,158,701 
 
70,77,673 
 
26,960,203 
 
1044,065 
 
1926,490 
 
17.8 
 
26.9 
 
90.7 
 
8.7 
 
37.0 
 
48.7 
 
23.5 
 
14.2 
 
3.5 
 
3.9 
 
8.9 
 
34.2 
 
 
8.4 
 
20.9 
 
16.4 
 
30.4 
11.9 
 
11.9 
 
 
 
6.1 
 
9.1 
 
34.5 
 
5.0 
 
83.2 
 
48.7 
 
14.2 
 
30.2 
 
1.4 
 
6.1 
 
20.9 
 
2.6 
 
 
62.5 
 
40.0 
 
66.2 
 
59.6 
 
28.0 
 
23.2 
 
19.7 
 
37.2 
 
38.5 
 
30.0 
 
77.7 
 
42.5 
 
33.9 
 
72.4 
 
50.2 
 
32.9 
 
18.1 
 
59.9 
 
 
 
 
34.7 
 
0.4 
 
19.9 
 
92.9 
 
71.2 
 
23.2 
 
37.2 
 
26.4 
 
14.1 
 
15.7 
 
72.4 
 
59.7 
Total   
66978933 
 
36622805 
 
329672894 
 
20.3 
 
54.7 
 
NBFIs 
  
 
Housing Finance co. of Kenya 
 
Prime Capital and credit ltd 
 
Savings & Loan (k)ltd 
 
3,924 
 
42 
 
416 
 
444 
 
36 
 
270 
 
7,092 
 
1,360 
 
2,271 
 
55.3 
 
3.1 
 
18.3 
 
11.3 
 
85.2 
 
64.9 
Tatal   
4,318 
 
749 
 
10,723 
 
40.9 
 
17.1 
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BUILDING SOCIETIES 
 
  
East African Building Society 
 
Family Finance Building Society 
 
Tatal 
 
 
886 
 
26 
 
1,112 
 
 
382 
 
216 
 
598 
 
 
1,531 
 
1,206 
 
2,737 
 
 
57.9 
 
18.7 
 
40.6 
 
 
43.1 
 
95.6 
 
53.8 
 
Sources; 1). central bank of Kenya ‘annual report 2003, 
                2).central bank of Kenya ‘annual report 2004,  
                3).and central bank of Kenya ‘annual report 2005 
                4) Financial institutions supervision department annual report 
2003, 
                5). Financial institutions supervision department annual report 
2004  
                6).Financial institutions supervision department annual report 
2005. 
 
 
Table 87 
 Profitability of banking institutions for the year 2004 
 
 1 
Profit 
before 
tax 
2 
Return 
on assets
3 4 
Return 
on 
equity 
5 
Banks   Tatal 
assets 
and 
continge
ncies 
Return 
on assets
(½) % 
Sharehol
ders 
equity 
 
Return 
on 
equity 
(1/4) 
% 
 
Barclays Bank of 
Kenya ltd 
 
Standard Chartered 
Bank ltd 
 
 Kenya Commercial 
Bank ltd 
 
Transnational Bank  
ltd 
 
National Bank of 
Kenya ltd 
 
Commercial Bank 
of Africa ltd 
 
 
 
5,413 
 
 
2691 
 
 
1,076 
 
 
1,035 
 
 
743 
 
 
416 
 
 
 
115,800 
 
 
70,310 
 
 
81,797 
 
 
2,832 
 
 
56,727 
 
 
21,394 
 
 
 
4.67 
 
 
3.83 
 
 
1.32 
 
 
36.54 
 
 
1.24 
 
 
1.94 
 
 
 
12,485 
 
 
5,419 
 
 
,978 
 
 
1,009 
 
 
2,625 
 
 
1,812 
 
 
 
43.36 
 
 
49.66 
 
 
13.49 
 
 
102.57 
 
 
28.32 
 
 
22.95 
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National industrial 
credit Bank ltd 
 
Investment & 
mortgage Bank ltd 
 
Citibank N.A. 
 
CFC Bank ltd 
 
CO-operative Bank 
of Kenya ltd 
 
Imperial Bank ltd 
 
Equity Bank ltd 
 
First American 
Bank ltd 
 
Diamond Trust 
Bank Kenya ltd 
 
Stanbic Bank 
Kenya ltd 
 
Bank of India 
 
Guardian Bank ltd 
 
African Banking 
corporation ltd 
 
K-rep.Bank ltd 
 
Equatorial 
commercial Bank 
ltd 
 
Prime Bank ltd 
 
Development Bank 
of Kenya ltd 
 
Habib Bank ltd 
 
Bank of  Baroda 
 
Southern Credit 
Banking corp. ltd 
 
Habib AG Zurich 
 
373 
 
 
372 
 
356 
 
354 
 
 
354 
 
268 
 
218 
 
 
214 
 
 
193 
 
 
154 
 
123 
 
119 
 
 
114 
 
110 
 
 
 
103 
 
103 
 
 
94 
 
92 
 
65 
 
 
61 
 
56 
 
17,549 
 
 
15,664 
 
26,043 
 
18,474 
 
 
62,088 
 
6,286 
 
7,161 
 
 
9,630 
 
 
11,691 
 
 
11,959 
 
6,342 
 
4,851 
 
 
4,321 
 
,2851 
 
 
 
3,023 
 
6,006 
 
 
2,780 
 
3,453 
 
8,654 
 
 
4,453 
 
4,596 
 
2.12 
 
 
2.37 
 
1.37 
 
1.91 
 
 
0.57 
 
4.26 
 
3.05 
 
 
2.23 
 
 
1.65 
 
 
1.29 
 
1.94 
 
2.44 
 
 
2.64 
 
3.87 
 
 
 
3.42 
 
1.71 
 
 
3.36 
 
2.65 
 
0.75 
 
 
1.37 
 
1.22 
 
2,644 
 
 
1,721 
 
3,510 
 
1,702 
 
 
3,299 
 
876 
 
1,271 
 
 
1,325 
 
 
1,223 
 
 
1,771 
 
959 
 
715 
 
 
504 
 
757 
 
 
 
508 
 
670 
 
 
934 
 
413 
 
969 
 
 
504 
 
448 
 
14.09 
 
 
21.61 
 
10.14 
 
20.77 
 
 
10.72 
 
30.56 
 
17.17 
 
 
16.18 
 
 
15.77 
 
 
8.70 
 
12.82 
 
16.58 
 
 
22.60 
 
14.57 
 
 
 
20.34 
 
15.33 
 
 
10.02 
 
22.17 
 
6.71 
 
 
12.07 
 
12.50 
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Credit Bank ltd 
 
Victoria 
Commercial Bank 
ltd 
 
 
Charterhouse Bank 
ltd 
 
Middle East Bank 
of Kenya ltd 
 
Dubai Bank ltd 
 
Giro commercial 
Bank ltd 
 
 
Paramount-
universal ltd 
 
City Finance Bank 
ltd 
 
Fidelity commercial 
Bank ltd 
 
Daima Bank ltd 
 
Bank of Africa 
 
Fina Bank ltd 
 
Akiba Bank ltd  
 
Consolidated Bank 
of Kenya ltd 
 
Industrial 
Development Bank 
ltd 
 
Chase Bank ltd 
 
Oriental 
commercial bank 
 
47 
 
 
 
45 
 
 
 
43 
 
 
36 
 
31 
 
 
14 
 
 
 
12 
 
 
11 
 
 
2 
 
-3 
 
-32 
 
-51 
 
-62 
 
 
-71 
 
 
 
-90 
 
-92 
 
 
-369 
 
2,708 
 
 
 
3,750 
 
 
 
3,773 
 
 
4,366 
 
1,146 
 
 
5,166 
 
 
 
2,048 
 
 
624 
 
 
1,776 
 
1,060 
 
5,188 
 
6,564 
 
5,009 
 
 
4,579 
 
 
 
1,844 
 
2,128 
 
 
2,874 
 
1.74 
 
 
 
1.21 
 
 
 
1.14 
 
 
0.81 
 
2.70 
 
 
0.27 
 
 
 
0.58 
 
 
1.77 
 
 
0.10 
 
-0.24 
 
-0.62 
 
-0.78 
 
-1.24 
 
 
-1.55 
 
 
 
-4.86 
 
-4.31 
 
 
-12.83 
 
419 
 
 
 
507 
 
 
 
503 
 
 
713 
 
373 
 
 
431 
 
 
 
292 
 
 
417 
 
 
262 
 
-276 
 
649 
 
786 
 
604 
 
 
565 
 
 
 
184 
 
526 
 
 
388 
 
11.24 
 
 
 
8.92 
 
 
 
8.57 
 
 
4.98 
 
8.28 
 
 
3.25 
 
 
 
4.06 
 
 
2.64 
 
 
0.65 
 
0.91 
 
(4.95) 
 
(6.49) 
 
 (10.30 
 
 
(12.57 
 
 
 
(48.74 
 
(17.42 
 
 
(95.07 
 
Sub Total 
 
14739 
 
644338 
 
2.29 
 
65394 
 
22.54 
 
 
Sources;Central bank of Kenya annual report 2003 
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 Table 89 
NBFIs 
 
Prime 
capital 
&credit ltd 
 
Housing 
Finance co. 
of Kenya ltd 
 
Savings and 
Loan (k)ltd 
 
 
 
 
122 
 
 
 
99 
 
63 
 
 
 
 
2,810 
 
 
 
14,084 
 
4,429 
 
 
 
4.33 
 
 
 
0,70 
 
1.43 
 
 
 
704 
 
 
 
1,080 
 
533 
 
 
 
17.28 
 
 
 
9.13 
 
11.85 
Sub Total 283 21,323 1.33 2,317 12.23 
 
Sources;Central bank of Kenya annual report 2003 
 
Table 90 
Building societies 
 
Family 
Finance 
Building 
society 
 
East African 
building 
society 
 
 
 
 
 
 
91 
 
 
 
27 
 
 
 
 
2,531 
 
 
 
6,582 
 
 
 
 
3.58 
 
 
 
0.42 
 
 
 
 
285 
 
 
 
835 
 
 
 
 
3,I.81 
 
 
 
3.29 
Sub total  
118 
 
9113 
 
1120 
 
1120 
 
10.55 
 
GRAND 
TOTAL 
 
15,141 
 
674,774 
 
2.24 
 
68,831 
 
22 
 
 
 
 
SOURCES:  
1). Central bank of Kenya annual report 2003,  
2).Central bank of Kenya annual report 2004 
3).Central bank of Kenya annual report 2005 
4) Financial institution supervision annual report 2000, 
5).Financial institution supervision annual report2001 
6).Financial institution supervision annual report 2002, 
7).Financial institution supervision annual report 2003, 
8).Financial institution supervision annual report 20004, 
9).Financial institution supervision annual report 20005, 
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Table 91 
Capital and risk weighted assets- December 2004 
Kshs “000” 
 
Institution 
Core capital Tatal capital  Overall risk 
weighted assets 
Core capital to 
risk weighted 
assets ratio 
 Tatal 
risk 
weighte
d assets 
ratio 
 
Barclays Bank of Kenya ltd 
 
Kenya Commercial Bank ltd 
 
Standard Chartered Bank ltd 
 
Citibank N.A. 
 
Co-operative Bank of Kenya  
 
National industrial credit Bank 
 
CFC bank Limited 
 
National Bank of Kenya ltd 
 
Stanbic Bank Kenya ltd 
 
Investment & Mortgage Bank 
 
Commercial Bank of Africa 
 
First American Bank ltd 
 
Equity Bank ltd 
 
 
Diamond trust Bank Kenya 
 
Bank of Baroda 
 
Transnational Bank ltd 
 
Development Bank of Kenya 
 
Imperial Bank ltd 
 
K-REP Bank 
 
Middle East Bank of Kenya 
 
Guardian Bank 
 
Prime bank td  
 
Bank of Africa  
 
Fina Bank Ltd 
 
Bank of India  
 
Akiba bank  
 
Chase bank ltd 
 
Equatorial Commercial bank  
 
Victoria Commercial Bank Ltd 
 
Charter House Bank ltd  
 
 African banking corporation  
 
Southern Credit Banking corp. 
 
Consolidated bank of Kenya  
 
Habib AG Zurich  
 
 
10,862,884 
 
7,716,691 
 
5,191,373 
 
3,369,871 
 
2,973,363 
 
239,601 
 
219,2587 
 
2,077,745 
 
1,716,399 
 
1,709,983 
 
1,700,442 
 
1,324,836 
 
122,954 
 
 
1,146,525 
 
968,842 
 
950,775 
 
933,952 
 
876,474 
 
757,237 
 
721,814 
 
715,158 
 
670,011 
 
648,545 
 
622,960 
 
622,667 
 
603,543 
 
526,121 
 
507,697 
 
507,396 
 
503,459 
 
503,221 
 
492,568 
 
461,891 
 
444,902 
 
 
10,924,378 
 
7,986,691 
 
5,327,161 
 
3,369,871 
 
5,205,993 
 
2,556,878 
 
2,300,644 
 
2,201,239 
 
1,716,399 
 
1,709,983 
 
1,768,773 
 
1,324,836 
 
1,310,616 
 
 
1,153,175 
 
968,842 
 
969,803 
 
933,952 
 
914,721 
 
779,815 
 
736,331 
 
715,158 
 
693,971 
 
68,2045 
 
622,960 
 
666,236 
 
620,847 
 
526,121 
 
507,697 
 
507,396 
 
503,459 
 
524,221 
 
495,374 
 
500,680 
 
444,902 
 
 
83,325,832 
 
48,406,027 
 
41,250,021 
 
21,815,532 
 
29,906,603 
 
14,529,796 
 
1,3650,298 
 
16,069,134 
 
8,772,909 
 
11,895,284 
 
9,671,643 
 
7,352,665 
 
3,942,219 
 
 
8,274,799 
 
2,964,492 
 
1,225,545 
 
1,019,788 
 
4,500,603 
 
2,242,549 
 
2,595,484 
 
2,903,540 
 
3543,063 
 
4199,662 
 
3,603,523 
 
1,834,398 
 
3,265,081 
 
1,488,791 
 
2,104,841 
 
1,882,323 
 
2,346,364 
 
2,478,296 
 
2,383,807 
 
2,165,653 
 
1620,526 
 
 
13.1 
 
16.5 
 
12.9 
 
15.4 
 
17.4 
 
17.6 
 
16.9 
 
13.7 
 
19.6 
 
14.4 
 
18.3 
 
18.0 
 
33.2 
 
 
13.9 
 
32.7 
 
79.1 
 
91.6 
 
20.3 
 
34.8 
 
28.4 
 
24.6 
 
19.6 
 
16.2 
 
17.3 
 
36.3 
 
19.0 
 
35.3 
 
24.1 
 
27.0 
 
21.5 
 
21.2 
 
2O.8 
 
23.1 
 
27.5 
 
 
13.0 
 
15.9 
 
12.6 
 
15.4 
 
9.9 
 
16.2 
 
16.1 
 
12.9 
 
19.6 
 
14.4 
 
17.6 
 
18.0 
 
32.5 
 
 
13.9 
 
32.7 
 
77.6 
 
91.6 
 
19.5 
 
33.8 
 
27.8 
 
24.6 
 
18.9 
 
15.4 
 
17.3 
 
33.9 
 
18.5 
 
35.3 
 
24.1 
 
27.0 
 
21.5 
 
20.3 
 
20.7 
 
21.3 
 
27.5 
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Giro Commercial Bank  
 
Credit bank limited  
 
City finance  bank  
 
Habib Bank ltd  
 
Oriental comm. bank  
 
Dubai Bank limited  
 
Paramount Universal Bank  
 
Fidelity commercial bank 
 
Industrial Development Bank  
 
Daima Bank limited  
 
426,101 
 
419,041 
 
416,605 
 
413,139 
 
375,677 
 
372,672 
 
281,919 
 
263,077 
 
185,360 
 
(276,057) 
426,101 
 
432,541 
 
416,605 
 
413,139 
 
384,098 
 
372,674 
 
288,174 
 
263,077 
 
185,360 
 
(276,057) 
2,734,507 
 
1,439,587 
 
498,410 
 
891,241 
 
1,226,593 
 
873,194 
 
837,757 
 
1241,442 
 
1,428,202 
 
237,150 
 
 
15.6 
 
30.0 
 
83.6 
 
46.4 
 
31.3 
 
42.7 
 
34.4 
 
21.2 
 
13.0 
 
-116.4 
15.6 
 
29.1 
 
83.6 
 
46.4 
 
30.6 
 
42.7 
 
33.7 
 
21.2 
 
13.0 
 
-116.4 
TOTAL  
61,532,023 
 
65,076,880 
 
380,639,174 
 
16.2 
 
17.1 
 
 
Source ;   CBK  annual report 2005 
 
 
 
 
 
Table 92 
NBFIs 
 
Housing finance  
 
Prime capital and 
credit ltd  
 
Savings & loan (K) 
Ltd 
979,455
702,416
474,715
1,055,313
713,739
546,670
7,618,720
1,638,164
2,281,303
 
12.9 
 
 
42.9 
 
 
20.8 
 
13.9 
 
 
43.6 
 
 
24.0 
Total  
2,156,586 2,315,721 11,538,187
 
18.7 
 
20.1 
 
 
Sources;Central bank of Kenya annual report 2003 
 
 
Table 93 
Building societies 
 
 
East African  
Building society  
 
Family finance 
building society  
265,415
253,325
349,207
265,438
3,278,325
1,450,105
8.1
17.5
 
 
10.7 
 
 
18.3 
 
Total  518,740 614,645 4,728,434 11.0
 
13.0 
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Sources;   
1). Central bank of Kenya annual report 2003. 
2). Central bank of Kenya annual report 2004, 
3). Central bank of Kenya annual report 2005 
4). Financial institutions supervision department annual report 2003, 
5).Financial institutions supervision department annual report 2004,  
 
 
 
Table 94 
Classification of loans 
 
 
Kshs million 
 
ITEM 
 
2004 
 
2003 
 
% 
CHANG
E 
  
 
Normal 
 
Watch 
 
Substandard accounts 
 
Doubtful accounts 
 
Loss accounts 
 
Gross accounts(1+2+3+4+5) 
 
Gross NPLs (3+4+ 5) 
 
Total loans 
 
Interest suspended 
 
Specific provisions Held 
 
General provisions 
 
Net loans (8-10-11) 
 
Total NPLs (7-9) 
 
Net NPLs (13-10) 
 
Value of securities 
 
Net exposure (14-15) 
 
Gross provisions (9+10+11) 
 
227,041 
 
43,620 
 
11,307 
 
47,450 
 
53,132 
 
382,550 
 
111,889 
 
343,133 
 
39,417 
 
37,763 
 
3403 
 
301,967 
 
72,472 
 
34,709 
 
32,266 
 
2443 
 
80,583 
 
160,905 
 
45,074 
 
12,386 
 
47,981 
 
49,532 
 
315,878 
 
109,899 
 
276,732 
 
39,146 
 
33,390 
 
2706 
 
240,636 
 
70,753 
 
37,363 
 
34,302 
 
3061 
 
75,242 
 
41 
 
-3 
 
-9 
 
-1 
 
7 
 
21 
 
2 
 
24 
 
1 
 
13 
 
26 
 
25 
 
2 
 
-7 
 
-6 
 
-20 
 
7 
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Total provisions (10+11) 
 
Total NPLs/total loans (13/8) 
 
Net NPLs/ net Loans (14/12) 
 
Total provisions/Total loans 
(18/8) 
Net exposure /total loans (16/8) 
 
 
41,166 
 
21% 
 
11% 
 
12% 
 
0.7% 
 
36,096 
 
26% 
 
16% 
 
13% 
 
1.1% 
 
14 
 
 
SOURCES; 
 1).Central bank of Kenya‘s annual reports 2003, 
2).Central bank of Kenya‘s annual reports 2004,  
3).Central bank of Kenya‘s annual reports 2005, 
4). Financial institution supervision department annual report 2003,  
5). Financial institution supervision department annual report 2004,  
6).Financial institution supervision department annual report 2005. 
 
Table 95 
PROPOSED CHANGES TO THE PRUDENTIAL REGULATIONS  
 Regulation  Key proposed change(s) Rationale for the 
change  
1. CBK/RG/01-
Capital 
adequacy  
 
 
• Exclusion of fair value 
gains and losses on 
investment property from 
core capital computation. 
• Inclusion of foreign 
treasury bills and bonds in 
definition of risk-weighted 
assets. 
• Adopt the original 
exposure method 
recommended by the Basel 
committee to compute the 
credit equivalent amount of 
forward exchange 
contracts. 
 
 
• Take into 
account 
international 
financial 
reporting 
standard 
(IFRS) 40 on 
investment 
property. The 
standard 
requires that 
investment 
property be 
revalued each 
year and the 
gains or losses 
passed 
through the 
profit and loss 
account 
• To take note 
of increased 
investment in 
government 
securities by 
Banks outside 
Kenya. 
• Adoption of 
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international 
best practice. 
2. CBK/RG/02-
foreign 
currency 
exposure 
• Incorporation of 
intercompany balances 
denominated in foreign 
currency in computation of 
foreign exchange exposure. 
• intercompany 
balances 
denominated 
in foreign 
currency are 
increasingly 
prevalent 
especially in 
multinational 
banks 
3. CBK/RG/03-
Enforcement of 
Banking laws 
and regulations 
• Deletion of reference to 
formal enforcement action 
and their replacement with 
the phrase “enforcement 
action” 
• The 
enforcement 
action 
contained in 
the regulation 
is all formal 
in nature. 
4. CBK/RG/04-
Licensing of 
new 
institutions. 
The following additional 
requirements for licensing of 
new institutions are propose: 
• Confirmation from the 
home country supervisor 
that the promoters of a 
foreign incorporated bank 
do not operate as shell 
bank. 
• The country supervisor 
shall exchange supervisory 
information with the 
Central Bank of Kenya. 
 
 
 
• Prevent the 
use of shell 
banks for 
money 
laundering. 
• Facilitate the 
monitoring of 
the 
performance 
of foreign 
incorporated 
banks. 
5. CBK/RG/05-
Liquidity 
management 
• Separation of leasehold 
land from fixed assets in 
the maturity analysis 
return, which falls under 
this regulation. 
• Take into 
account IFRS 
17 which 
requires that 
leasehold land 
be separated 
from fixed 
assets. 
6. CBK/RG/ 06-
prohibited 
business 
• Incorporation of a 
definition of large 
exposures as all credit 
facilities granted to a 
person and his associates 
above 10% of an 
institution’s core capital. 
• Deletion of restitutions on 
mortgage finance 
• The current 
regulation 
makes 
reference to 
“large 
exposures” 
which are not 
definition 
section of the 
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companies.  regulation. 
• the 
restriction 
on 
mortgage 
finance 
companies 
are no 
longer 
applicable 
following 
amendme
nt to the 
banking 
Act 
7 CBK/RG/07-
Conduct, duties 
and 
Responsibilities 
of directors 
Chief Executive 
Officers, 
managers, other 
Employees and 
shareholders. 
• Combination of the current 
CBK/RG/07 on the code of 
conduct for directors, 
managers and other 
employees with the current 
CBK/RG/08.CBK/RG/08c
overs the duties and 
responsibilities. 
• Both 
regulation
s relate to 
corporate 
governanc
e in banks.  
8. CBK/RG/09-
Regulation on 
Appointment of 
External 
Auditors 
• An Auditor or any partner 
should not be member of 
the board of that institution 
or any other institution or 
the central bank. 
• To avoid 
conflict 
interest. 
9. CBK/RG/11-
Mergers, 
amalgamations, 
transfers of assets 
and liabilities. 
•  incorporation of the 
definitions of the terms: 
1. Acquisition. 
2. Amalgamation. 
3. Merger 
4. Take-over 
5. Consolidation 
6. Transfer of assets and 
liabilities. 
7. Partial transfer of 
assets and liabilities. 
 
• The current 
regulation does 
not define 
some crucial 
terms to which 
it refers. 
10. CBK/RG/12-
Money 
laundering 
•  Board of directors of an 
institution should ensure 
that management: 
1. Maintain adequate 
records for a 
minimum of 16 
years regarding the 
source of funds. 
2. Train staff on a 
regular basis on the 
Incorporate  best 
practice as 
stipulated by the 
financial  action 
task force (FATF) 
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prevention 
detection and 
control of money 
laundering and the 
identification of the 
proceeds of crime. 
• Institutions should 
formulate policies  n the 
maximum cash transaction 
amounts non-customers 
can undertake with them  
 
11. CBK/RG/13 
Licensing new 
place of 
business and 
closures  
• An additional requirement 
was added that institutions 
should comply with the 
statutory minimum capital 
requirements and be rated 
at least fair by the central 
bank before approval can 
be granted for new places 
of business  
• to prevent 
weak banks 
from further 
erosion of 
their capital 
base through 
the opening of 
new branches  
12 CBK/RG/13 
Publication 
Accounts. 
• Reporting of assets and 
liabilities gross of interest  
• Separate disclosure of 
leasehold land from fixed 
assets. 
• disclosures of investments 
in commercial paper and 
corporate bonds under 
loans and advances  
• Incorporate 
new disclosure 
requirements 
stipulated by 
various 
international 
financial 
reporting 
standards 
(IFRS) 
13 Proposed 
CBK/RG/14- 
Dormant 
Accounts 
• Segregation of dormant 
accounts from active 
accounts  
• Submission to the central 
bank of a dormant accounts 
return on an annual basis. 
• Protection of 
the interests 
of dormant 
account 
holders. 
 
SOURCES: (1) CBK’S Annual Reports 2003,  
                     (2) CBK’S Annual Reports 2004 – 2005 
                     (3) FISD Annual Reports 2003, 
                     (4) FISD Annual Reports 2004- 2005  
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                  Table 96 
                      FINANCIAL INSTITUTIONS SUPERVISION CIRCULARS ISSUED IN 2004 
 
Circular No. Date of issue  Title  Subject  
1 05.02.2004  Daily compliance 
returns  
Revise the 
schedule of the 
daily 
compliance 
report to reflect 
changes 
introduced by 
the finance act  
2 11.02.2004 Bank charges as at 
31st January 2004  
Commercial 
banks  and 
nonblank 
financial 
institutions to 
forward their 
tariff of charges 
as at 31st 
January 2004 to 
enable central 
bank update it’s 
records  
3. 26.02.2004 Revised table of the 
CBK BS(M) return  
The institutions 
were advised of 
the revision of 
table F of  the 
BSM 
4. 01.03.2004 Submission of 
monthly returns 
The circular 
brought forward 
the reporting 
date for all 
monthly returns 
specifically PR7 
and PR8 to not 
later than 10th 
day of  the 
following 
month. 
5. 29.04.2004 Public sector deposits 
and borrowing in the 
banking sector  
All institutions 
licensed under 
the banking act 
are required to 
submit to the 
minister 
through central 
bank quarterly 
information on 
public sector 
deposits and 
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borrowings in 
the banking 
system 
beginning 31st 
December 2002  
6. 02.07.2004 Submission of returns 
on bank charges and 
tariffs  
All institutions 
licensed under 
the banking act 
are required to 
submit 
charges/tariffs  
7. 20.09.2004 i)  Default on cash 
ratio account  
ii) Overdrawn 
clearing and 
settlement account  
To remind 
commercial 
banks that 
accounts 
maintained at 
central bank 
must remain in 
credit at all 
times and all 
banks returns 
must be 
submitted 
within the 
stipulated 
period. 
 
Sources:     
 1). Central bank of Kenya annual analyzed reports 2003,  
 2).Central bank of Kenya annual analyzed reports 2004,  
 3).Central bank of Kenya annual analyzed reports 2005  
 4).Financial institution supervision department annual reports 2003, 
  5).Financial institution supervision department annual reports 2004, 
  6).Financial institution supervision department annual reports 2005. 
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Table 97 
INSTITUTIONS OPERATING IN KENYA AS AT DECEMBER 2004  
A.COMMERCIAL BANKS  
 
 
1.AFRICAN  
BANKING 
CORP.LTD 
 
 
 
2.AKIBA BANK LTD 
 
 
 
 
3.BANK OF AFRICA 
KENYA LTD 
 
 
4.BANK OF BARODA 
(K)LTD  
 
 
 
 
 
 
5.BANK OF INDIA  
 
 
6.BACLAYS BANK 
OF KENYA LTD 
 
 
 
7.CFC BANK 
LIMITED  
 
 
 
8.CHASE 
BANK(KENYA)LTD  
 
 
 
 
 
9.CHARTERHOUSE 
 
ABC bank  
mezzanine floor  
Koinage street 
 
 
 
Fedha towers,  
Muindi Mbingu 
St. Nairobi  
 
 
Plaza 
Taifa Road  
 
 
Bank of Baroda 
Building broad 
house Koinange 
street 
 
 
 
 
kenyatta Avenue 
 
 
Barclays Plaza  
Loita street  
 
 
 
CFC centre  
Chiromo road  
Westlands  
 
 
Prudential Ass. 
Building  
6th floor  
Wabera Street 
 
 
Longnot place 
 
 
1.5.1984 
 
 
 
 
 
1972 
 
 
 
 
 
 
 
 
1.7.1953 
 
 
 
 
 
 
 
5.6.1953 
 
 
1966 
 
 
 
 
14.05.55 
 
 
 
 
1.4.1991 
 
 
 
 
 
11.11.96 
 
 
8 
 
 
 
 
 
5 
 
 
 
 
 
 
 
 
6 
 
 
 
 
 
 
 
2 
 
 
46 
 
 
 
 
5 
 
 
 
 
1 
 
 
 
 
 
2 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
- 
 
 
3 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
- 
 
 
8 
 
 
 
 
 
 
 
 
 
1 
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BANK LTD 
 
 
 
 
 
 
 
9. CITIBANK N.A. 
 
 
 
 
 
 
10.CITY FINANCE 
BANK LTD 
 
 
11.CITY FINANCE 
BANK LTD 
 
 
 
12.COMMERCIAL 
BANK OF AFRICA 
LTD 
 
 
 
13.CONSOLDATED 
BANK OF KENYA 
LTD 
 
 
 
 
 
 
14.CO-OPERATIVE 
BANK OF KENYA 
LTD 
 
 
 
15.CREDI BANK LTD 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Longnot place 6th 
,floor kijabe street 
 
 
 
 
 
Citibank house 
 
 
 
unity house 
koinange street 
 
 
 
Wabera street 
 
 
 
 
 
Consolidated 
bank house 
koinange street 
New 
location(H.Q) 
 
 
 
 
CO-
OPARATIVE 
HOUSE 
 
 
 
GROUND 
FLOOR 
MERCANTILE 
HOUSE 
KOINANGE 
STREET 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.7.1974 
 
 
 
10.09.1984 
 
 
 
 
01.01.1967 
 
 
 
 
 
18.12.1986 
 
 
 
 
 
 
 
 
1965 
 
 
 
 
 
14.5.1986 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3 
 
 
 
1 
 
 
 
 
6 
 
 
 
 
 
12 
 
 
 
 
 
 
 
 
30 
 
 
 
 
 
3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
0 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 
 
 
 
 
 
 
 
 
8 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
15 
 
 
 
 
 
- 
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16.DAIMA BANK LT 
(CURRENTLY IN 
LIQUIDATION) 
 
 
17.DEVELOPMENT 
BANK LTD 
 
 
 
 
18.DIAMAOND 
TRUST BANK 
KENYA LTD 
 
 
 
19.DUBAI BANK 
KENYA LTD 
 
 
` 
 
20.EQUATORIAL 
COMMERCIAL 
BANK LTD 
 
 
 
21.EQUITY BANK 
  
 
 
 
 
 
 
22. FIDALITY 
COMMERCIAL 
BANK LTD. 
 
 
 
 
23.FINA BANK LTD 
 
 
 
 
 
24.FIRST AMERICAN 
BANK OF  
UTALI HOUSE 
OF UHURU 
HIGHWAY 
 
 
FINANCE 
HOUSE LOITA 
STREET 
 
 
 
NATION 
CENTRE-8TH 
FLOOR 
KIMATHI 
STREET 
 
I.C.E.A 
BUILDING  
KENYATTA 
AVENUE 
 
SASINI HOUSE 
LOITA STREET 
 
 
 
 
EOUWAYS 
TOWERS 
MUINDI 
MBINGU 
STREET. 
 
 
 
I.P.SBUILDING 
7TH FLOOR 
KIMATHI 
STREET 
 
 
 
 
FINA HOUSE 
KIMATHI 
STREET 
 
 
 
I.C.E.A.BUILDI
NG KENYATTA 
1.91986 
 
 
 
 
1973 
 
 
 
 
  
1946 
 
 
 
 
1982 
 
 
 
 
 
20.12.95 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.6.1992 
 
 
 
 
 
 
 
1986 
 
 
 
 
 
1987 
 
2 
 
 
 
 
1 
 
 
 
 
 
5 
 
 
 
 
3 
 
 
 
 
 
3 
 
 
 
 
 
 
 
 
 
 
 
 
 
2 
 
 
 
 
 
 
 
2 
 
 
 
 
 
3 
 
- 
 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
- 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2 
 
 
 
 
 
- 
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KENYA LTD 
 
 
 
25.GUARDIAN 
BANK LTD 
 
 
 
 
 
26.GIRO 
COMMERCIAL 
BANK LTD 
 
 
 
 
27.HABIB BANK  AG 
ZURICH 
 
  
 
 
28.HABIB BANK 
LTD 
 
 
 
 
29.IMPERIAL BANK 
LTD 
 
 
 
 
 
 
 
30 .INDUSTRIAL 
DEVELOPMENT 
BANK LTD  
 
 
 
 
31.INVESTMENT & 
MORTGAGES BANK 
LTD 
 
 
 
AVE. 6TH &7TH 
FLOORS 
 
 
BABADOGO & 
MAIN BRANCH 
MOI AVENUE 
NAIROBI  
 
 
GIRO HOUSE 
KIMATHI 
STREET 
 
 
 
 
 
NATIONAL 
HOUSE 
KOINANGE 
STREET 
 
 
EXCHANGE 
BUILDING 
KOINANGE 
STREET 
 
 
BUNYALA 
ROAD UPPER 
HILL 
 
 
 
 
 
 
NATIONAL 
BUILDING 
HARAMBEE 
AVENUE 
 
 
 
I&M BANK 
TOWER 2ND 
NGONG 
AVENUE 
 
 
 
 
 
 
17.12.1992 
 
 
 
 
 
17.12.1993 
 
 
 
 
 
 
 
1.7.1978 
 
 
 
 
 
2.3.1956 
 
 
 
 
 
1.11.1992 
 
 
 
 
 
 
 
 
1973 
 
 
 
 
 
 
1974 
 
 
 
 
 
 
 
 
 
6 
 
 
 
 
 
6 
 
 
 
 
 
 
 
5 
 
 
 
 
 
7 
 
 
 
 
 
4 
 
 
 
 
 
 
 
 
1 
 
 
 
 
 
 
7 
 
 
 
 
 
 
 
 
 
- 
 
 
 
 
 
- 
 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
26 
 
 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
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32.KENYA 
COMMERCIAL 
BANK LTD 
 
 
 
33.K-REP BANK LTD 
 
 
 
 
34.MIDDLE EAST 
BANK KENYA LTD 
 
 
 
35. NATIONAL 
BANK OF KENYA 
LTD 
 
 
 
36.NATIONAL 
INDUSTRIAL 
CREDIT BANK LTD 
 
 
37.ORIENTAL 
COMMERCIAL 
BANK  
 
 
 
38.PARAMOUNT 
UNIVERSAL BANK 
LTD 
 
 
 
39..PRIME BANK 
LTD 
 
 
 
40..SOUTHERN 
CREDIT BANKING 
CORP. LTD 
 
 
41.STANBIC BANK 
KENYA LTD 
 
MOI AVENUE 
 
 
 
 
 
NAIVASHA 
ROAD RIRUTA 
 
 
 
MEBANK 
TOWER 
MILIMANI 
ROAD NAIROBI 
 
NATIONAL 
BANK 
HARAMBEE 
AVENUE 
 
N.I.C HOUSE 
MASABA 
ROAD 
 
FINANCE  
HOUSE 
KOINANGE 
STREET 
 
 
 
SOUND PLAZA 
BUILDING 
WESTLANDS 
 
 
 
 
KENINDIA 
HOUSE LOITA 
STREET 
OFF MURANGA 
ROAD 
STANBIC 
BANK 
BUILDING 
KENYATTA 
AVENUE 
STANBIC 
HOUSE MOI 
 
 
 
 
 
 
 
25.03.99 
 
 
 
 
 OCT.1980 
 
 
 
 
1.1.1968 
 
 
 
 
17.9.1959 
 
 
02.08 91 
 
 
1.10.93 
 
 
 
 
 
1.3.92 
 
 
 
 
 
1.10.80 
 
 
 
 
9.5.1970 
 
 
 
 
1.10.1910 
 
 
87 
 
 
 
 
 
3 
 
 
 
 
3 
 
 
 
 
24 
 
 
 
 
4 
 
 
5 
 
 
3 
 
 
 
 
 
7 
 
 
 
 
 
6 
 
 
 
 
3 
 
 
 
 
28 
 
 
 
 
 
 
 
 
- 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2 
 
 
- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
6 
 
 
 
 
 
- 
 
 
 
 
- 
 
 
 
 
- 
 
 
 
 
 
 
 
 
 
 
0 
 
 
- 
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42..STANDARD 
CHARTERED BANK 
(K)LTD 
 
43.TRANS- 
NATIONAL BANK 
LTD 
44. VICTORIA 
COMMERCIAL 
BANK LTD. 
AVENUE 
 
 
 
TRANSNATION
AL PLAZA 
MAMA NGINE 
STREET 
VICTORIA 
TOWERS  
 
KILIMANJARO 
AVENUE 
UPPER HILL 
 
 
 
 
 
1.8.1985 
 
 
 
1.6.1987 
 
 
 
 
6 
 
 
 
1 
 
Sources;  
1).Central Bank of Kenya annual reports 2003,   
2).Central Bank of Kenya annual reports 2004, 
3). Central Bank of Kenya annual reports 2005, 
4).Financial institution supervision department annual report 2003, 
5).Financial institution supervision department annual report 2005. 
 
 
 
B) Table 98 
FINANCIAL INSTITUTIONS 
 
Name  of 
the 
institutions 
Physical 
address  
of Head 
office 
Date of 
licensed 
FULL  
SUB 
agencies  
and 
others 
Prime 
capital and 
credit ltd 
 
 
Kenindia 
House  
Loita street 4th  
floor 
1.11.1987 1   
Source ;   CBK  annual report 2005 
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b) Table 99 
Mortgage finance companies. 
 
Name of 
institution 
Physical 
address of 
Head office 
Date of 
licensed 
FULL SUB AGENCIES  
AND OTHERS 
   1. 
Housing  
finance 
comp (k) ltd 
 
   
Rehani  
kenyatta 
avenue 
7.5.1965 10   
 
  2.Savings 
and loan (k) 
ltd 
 Salama 
houise  Mama 
ngina street 
1985 8   
Source ;   CBK  annual report 2005 
 
Table 100  
BUILDING SOCIETIES. 
 
Name of the 
building 
society 
Physical 
address of 
 head office. 
Date 
licensed 
Full SUB Agencies  
and 
 others 
 
 EAST 
AFRICAN 
BUILDING 
SOCIETY 
 
 
 
 
 
  
FAMILY 
FINANCE 
BUILDING  
SOCIETY 
 
 
 
 
 
PRUDENTIA
L BUILDING 
SOCIETY 
(CURRENTL
Y IN 
LIQUIDATIO
N) 
 
FEDHA 
TOWERS 
MUINDI 
MBINGU 
STREET 
 
 
 
 
 
FOUR WAYS 
TOWERS 
MUINDI 
MBINGU 
STREET  
 
 
PROTECTION 
HOUSE HAIL 
SELASSIE 
AVENUE 
PARLIAMENT 
ROAD 
 
 
16.10.1958 
 
 
 
 
 
 
 
 
1984.00 
 
 
 
 
 
 
1984 
 
9 
 
 
 
 
 
 
 
 
 
13 
 
 
 
 
 
 
1 
  
 
Source ;   CBK  annual report 2005 
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 Table 1001 
REPRESENTATIVES& REGIONAL OFFICES 
 
 
NAME OF 
REPRESENTATI
VE OFFICE 
Physical  
address of 
 Head office. 
Date 
 
lice
nsed 
Full SU
B 
Agencie
s  
and 
others 
ABN-AMMRO 
BANK N.V 
 
 
 
P.T.A BANK 
TRIAD HOUSE 83 
MUTHAIGA ROAD  
 
 
 
NSSF BUILDING 
22ND & 23RD 
FLOOR BISHOPS 
ROAD 
13.5.
1951 
 
 
 
1991 
   
 
Source ;   CBK  annual report 2005 
 
 
Table 102 
OVERSEAS AFFILIATIONS 
 
 NAMES  PHYSICA ADDRESS YEARS 
ESTAB
LISHED 
 
PRIME CAPITAL AND CREDT LTD 
 
 
 
 
DIAMOND THRUST BANK LTD 
 
 
 
 
 
KENYA COMMERCIAL BANK LTD 
 
DELAMERE HOUSE 
VICTORIA AVENUE 
BLANTYRE MALAWI 
 
 
DIAMOND TRUST 
17/19 
KAMPALA ROAD 
DIAMOND JUBILEE 
BUILDING 2RD 
FLOOR 
PEUGEOT HOUSE 
38 UPANGA ROAD  
 
1994 
 
 
 
 
1965 
 
 
 
 
 
1997 
 
Source ;   CBK  annual report 2005 
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Table 103 
BANKING REGULATOR 
 
 NAME OF BANKING 
REGURATOR 
PHYSICAL 
ADDRESS 
YEARS 
ESTAB
LISHE
D 
CENTRAL BANK OF KENYA CETRAL BANK 
BUILDING HAILE 
SELAEEIE 
AVENUE NAIROBI 
1966 
 
Source ;   CBK  annual report 2005 
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4.19 CONCLUSION 
                The Central Bank of Kenya‘s annual report 2005 
analyzed that, the number of banking institution in Kenya grew from 
43 to 44 during the year ended June 2004 as it was compared to 
that of the previous year 2003. However the above increase of a 
single banking institution was due to the conversion of the one 
building society to a commercial bank. In addition to the above, the 
growth in the licensing of foreign exchange bureaus to 89 as it was 
compared against 80 as at the year ended June 2004 and June 
2003. Despite the above, like any other financial institution in the 
global, the Kenyan financial industry continued to circumvent latest 
information and communication technology (ICT) of which is exactly 
the most integral to the industry’s system of encouraging the nature 
of institution productivity as well as system of operational efficiency 
mainly by improving the mode of providing.  
Besides that the system of supervisory enforcement action 
encouraged and  motivated by the central bank of Kenya and even 
more so the sense of the introduction of penalties as the exact 
system of action it comparatively encouraged the improvement in 
the rate of compliance mainly with the requirement of the banking 
Act as well as the central prudential regulations. 
As it was analyzed by the central bank of Kenya’s annual report 
(CBK 2004), the central bank of Kenya suggested some of the 
amendments  to the banking Act mainly targeting to encourage the 
system of stability in the banking industry. Equally the central bank 
will continue to increase the system of supervisory process mainly 
while taking into consideration the best international practices as 
well as the amendment of the banking act and even the nature of 
reviewing the present prudential regulations inorder to encourage as 
well as motivate efficiency and even more so competitiveness of the 
banking industry in Kenya. 
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CHAPTER 5 
 
 
 5.0          FINANCIAL SECTOR ASSESMENT (FSA) 
 
 5.1          INTRODUCTION 
 
     The IMF World Bank (2004) had an objective of encouraging the 
Kenyan government mainly in assessing the development needs as well as 
an opportunity for the financial sector and even pointing out the potential 
vulnerabilities of the domestic financial institutions and creating demand 
to macro economic shocks and risks stability of which are encouraged 
from unstable financial sector. However in context to that Kenya’s 
financial compliance with the Basel core principles mainly an effective 
banking supervision (BCP) international organization of security mission 
(IOSCO) principles for securities regulation as well as the insolvency and 
creditor right issues was formally assessed FIS (2004). According to the 
central bank of Kenya (2004) indicated that a separate mission mainly to 
assess anti - money laundering, combating the financing of terrorism 
(AML/LFT) was launched in the end of the year 2003. 
   The IMF World Bank (2004) indicated that the main elements of a well –
development financial system are exactly in place in the Kenyan financial 
sector of which has been unable to maintain its target mainly in 
supporting and encouraging the allocation of this scarce resources as well 
as promoting sound and sustainable economic growth in Kenya. In 
relation to the above, the central Bank of Kenya (2004), analyzed that the 
domestic   economy has a very week financial system that mainly can not 
be able to provide sound as well as adequate credit mainly to private, of 
which mainly may motivate sustainable investment purposes in small and 
medium scale enterprises. 
    The financial  sector assessment (FSA 2004), observed that the Kenyan  
government’s  role in encouraging the financial nature should exactly be 
focused on the distribution of sound legal and even judicial framework as 
well as  a strong supervision  and regulation of financial institutions 
mainly by promoting and encourage sound competition among institutions 
that distribute  financial services.  
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  5.2        Improving Access to Financial Services         
           The central bank of Kenya (CBK 2004) and the word bank (WB 
2004) observed that the main obstacles to developing the financial system 
mainly in relation to access to financial services by small and medium 
scale enterprises are mainly the weaker framework and also lack of sound 
information   on borrowers as well as inefficient judiciary. The financial 
sector assessment (FSA 2003), the legal framework mainly for property 
rights insolvency as well as the creditor rights is exactly fragmented. 
Hence lack of sound as well as accurate and more so reliable information 
of which is related to borrowers  capacity and ability to pay less 
competition and improve the ratio of credit risk and even the lending rates 
and even more so discourages or makes it difficult to reduce the 
dependence of bank’s nature  of lending system. 
     Financial sector assessment (FSA 2003) also indicated that the 
inefficiencies as well as the corruption mainly in court system of which 
mainly delay court decision  which influence lenders to be reluctant to 
distribute and improve   risk premia. However, some of the said difficulties 
are generally being solved mainly like dismissal of corrupt judges and 
expanded operation of the commercial court.  
      The central bank of Kenya (CBK 2005) observed that the commercial 
court needs more encouragement so that to promote sound and competent 
judges as well as  launching modern administration, case control practices 
discourages  the provision of injunctions mainly that hinder creditor rights 
and even accelerating sound decision. FSA (2004) also analyzed that there 
is a need to encourage the companies’ registry to allow collection of sound 
and up to date accurate financial information mainly on companies and 
even the distribution of the same data to the investor as well as to the 
creditors. 
      The IMF-world bank (2004) indicates that the nature of high level of 
lending rates and interest   rates spreads in Kenya indicating the high 
costs of distribution and even more so discouraging financial 
intermediation. In addition  to the above, CBK (2004), FSA (2004) analyzed 
that the high spread are mainly  due to various  weakness of the financial 
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system that operates without  main reforms  like high proportion of the 
non-performing loans (NPLS) of which  was in those banks with public  
interest, also in addition to the above the even   relatively increasing 
banking costs mainly owing to increasing overhead costs, poor and 
outdated infrastructure and even more so the problem  of legal framework  
and infrastructure  as well as the weak banks that have been accepted to 
operate and also poor  system of regulatory  governance and  poor 
transparency of the financial  sector  supervision. Financial sector 
assessment (2005) observed that the growing intermediation margins are 
generally a rational reaction by financial institution to their function 
environment effort to regulate the interest rates. 
        IMF world bank (2003) analyzed that sound strategies for developing 
formal and informal institutions that distribute financial services to 
segments of Kenyan population under served by commercial financial 
institutions requires to be formulated of which should not  include reviving 
failed development financial institutions (DFIS). The financial sector 
assessments (FSA 2003) observed that various financial institutions 
mainly including micro finance institutions (MFIs) saving and credit 
cooperative organizations (SACCOs) as well as the Kenya post office saving 
bank (KPOSB) provides deposits and renting services to industrial and 
social segments of the population mainly under served by the commercial 
banks . The central bank of Kenya (CBK 2005) indicated that two 
development banks as well as four development financial institutions 
(DFIs) were established mainly due to lack of long term financing and also 
to encourage policy objectives of the government of Kenya. However,   the 
above so analyzed have been exactly influenced by high share of non 
performing loans (NPLs) the World Bank (2005) analyzed that in relation to 
economic recession, poor banking capacity as well as high rate of political 
interference have contributed to poor performance of the financial 
institutions within the domestic economy. The financial sector assessment 
(FSA 2005) analyzed that there should be means to recapitalize the 
development institutions and even more so to renew lending so that it may 
lead  to sound contingent physical liability of which can have sound effect 
on the lending system mainly by crowding out individuals and private 
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distribution of the financial services. During the year ended 2003 the 
central bank of Kenya observed that, the Kenyan authorities are being 
motivated mainly to under a thorough assessment of the current 
distribution of the financial services mainly to those places which are 
under served of which calls for the Kenyan government intervention. In 
addition to the above there is also a need to develop a strategy for 
development financing that mainly aims at minimizing the adverse effects 
of private fanatical distributors. 
    The IMF World Bank (2003), financial sector assessment (FSA 2004) 
mentioned that the system of reforming the rate of pension system 
generally could help to improve the savings and the development of the 
long term investment instruments. The economic survey (2003) analyzed 
that, the present means, the only interest are related to the low coverage of 
poverty within the poor earners in the country mostly among the old age 
retirees. In addition to the above there is absence of longevity and Kenyan 
government’s unfunded liabilities; hence current estimated ratio is about 
25% of GDP. 
      Then from  the above analysis accordingly, it is sound that the Kenyan 
government should launch  or establish a policy committee mainly to 
encourage the system of pension  reforms within the wage earners so that 
to encourage and  even more so to improve the rate of saving for 
investment within the economy. 
5.3 The role of Kenyan government;         
 
        The financial sector assessment (FSA 2004) pointed out that the 
main function of the Kenyan government should to provide regulatory 
supervisory as well as legal frame work that mainly promotes soundness 
and competition in the financial system within the Kenyan economy. 
However, in relation to the above, the central bank of Kenya (CBK 2005) 
indicated that various major regulators of the financial system mainly 
apart from the retirement benefits authority (RBA), have been facing a 
great difficulties due to lack of self management from the Kenyan 
government mainly from the approval by the ministry for finance has 
hitherto in required for dealing with problem banks are facing and for 
many approving changes in banking and other changes mainly in the 
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section 44 of the banking act. In addition to the above, the dependency of 
the market authority (CMA) has been managed under the corporate act. 
However, in relation to the above the insurance commission (IC) is directly 
part of the government. Hence the IC financed and staffed with the main 
aim of supervising the insurance duties. 
     The World Bank (2004) analyzed that since the Kenyan government has 
been involved in the banking industry mainly as indicated in the 
accumulation of considerable portfolios of non performing loans (NBL) 
highest priority mainly in the reform of financial sector should circumvent 
a great chance in the banking industry. The financial sector assessment 
(2003) also analyzed that the Kenyan government should equally 
circumvent more stake in agreement on a time -bound plan mainly for the 
divestiture of its remaining control in the banking industry. Besides the 
above, the FISA (2004) indicated that the adequate funded and 
independent insurance authority requires to be established mainly to 
control various companies that are discouraging industrial development 
within insurance market. Apart from the above the financial sector 
assessment (FSA 2004) indicated that the insurance sector requires 
reviewing the insurance law as well as regulations with the main aim of 
encouraging sound insurance supervisory capacity of the insurance 
industry. On the other side the limited amount of private stock bonds 
partly reflects failure  of companies sound in distributing the same 
instruments, supporting the improvement in the regulatory supervisory, 
disclosure standards, clearing and settlement structures and even 
investors protection can also encourage the development of capital market 
within the Kenyan economy. 
       In relation to the above analysis, the mainly recommended actions 
that should be taken include; 
a)  Access to financial services. Hence modernizing main commercial 
registries to encourage access to current, accurate and reliable 
information; Establish the legal basis for credit information –sharing 
among all financial service providers; remove barriers to creation, 
registration and enforcement of security as well as integrate the land 
registry; system of which mainly included the removal of hidden aliens and 
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excessive registration expenses; the reform as well as modernizing 
insolvency procedures contained in the companies and even in the 
bankruptcy Acts; strengthening capacity in the commercial court  to 
circumvent efficient case administration as well as encouraging training 
mainly among commercial court judges. In addition to the above, 
Regulatory governance, of which involve the encouragement  in improving 
supervision of the Kenyan financial markets and their participants mainly 
by providing supervisory agencies and even DPF the independence and 
resources they need so that to conduct their operations more efficiently, 
and also repeat section 4 of the banking Act 2000. 
    As far as the banking sector is concerned, they  recommended the 
divest state’s share in all commercial banks as well as discouraging weak 
bank that mainly fails to develop and even  more so encouragement the 
implementation  at the recovery period, and finally to maintain the 
previous schedule of raising minimum capital requirements for the bank 
to Kshs. 500 Million. 
                 In the case of payments and settlements systems, it was 
recommended  that the launching of the national payment bills, present 
the draft CBK bankers Association (KBA) payments system strategy paper 
for public consultation and move expeditiously to encourage the 
establishment of a detailed, time-bound action plan for implementation; 
The adherence strictly to a T+3 settlement cycle and gain the delivery 
versus payment (DvP) mainly for government securities  by launching real 
time Gross settlement (RTGS) as well as strengthening the central 
depository under the central bank of Kenya , recommended the 
circumvention of T + 5 and DVP settlement for private securities mainly by 
making the central depository and settlement corporation (CDSC) 
operational and introducing  RTGS. 
    In addition to the above, insurance and pensions mainly by de-License 
weak insurance companies unable to launch a time bound remedial action 
plan, review insurance law with a view to strengthening compliance with 
the standards of the international Association of insurance supervisors, 
and also the establishment of a pension policy committee to develop a 
strategy for the Kenyan pension system mainly involving the resolving the 
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unfunded liabilities of the national social security fund (NSSF), Civil 
Service Pension Scheme (CSPS) and quasi-governmental action. 
As for the non-banking financial institutions (NBFIS), it was recommended 
that faster action should be taken to encourage MFI and SACCO mainly 
under the regulatory oversight, motivate the revision of the micro finance 
bill to increase capital adequacy and asset quality standards for MFIS and 
also refuse the geographical limits for the Kenyan community based micro 
finance institutions, maintain the mandate  of KPOSB in the provision of 
payment and deposit services and limit investment by the KPOSB to 
government  securities , also suspend lending by DFI done either through 
properly supervised financial institution or in the form of grants rather 
than credit. 
finally it was recommended that the capital markets should be modernized 
by the current companies Act; strengthening the nature of the registrar of 
companies as the companies regulator and even the establishment of 
sound coordination and division of responsibilities for CMA and the 
registrar of companies. 
 
5.4 Possible suggestion to the above 
 
4.4(1) Reducing interest rate spreads within the economy  
 
       The financial sector assessment (FSA 2004) indicated that the high 
nature of lending rates as well as the interest rate spreads indicates a 
structural problem in the financial sector in the Kenyan economy. 
According to World Bank (2003) the interest rate distribution, margins as 
well as overhead costs are ever growing more than the global average and 
even as it may be weighted against that of other sub Saharan African 
economies as well as that of the East African economies. Comparatively, 
they are about the same or less than those of the East African economies 
as indicated in the table below. 
 
Cross-country comparison: interest rates, spreads and margins  
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Table 105 
 Real lending 
rate 
Real deposit Spread 
Kenya  16.5  3.5 13.0 
Uganda  19.4  5.9 13.5 
Tanzania  12.0 -1.2 13.1 
Sub-Sahara 
African  
10.0 -1.5 11.5 
Global    8.9   0.9   8.0 
 
Source: (1) International financial statistics  
              (2) Central Bank of Annual reports 2003,  
              (3) Central Bank of Annual reports 2004.  
              (4) Central Bank of Annual reports 2005. 
   
         As indicated from the above, the International statistics (IFS) 
observed that the high interest spread are due to low intermediation 
efficiency as well as the costs of which at the same time discourages or 
limit the number of sound and reputable financial institutions, poor legal 
and institutional framework, lack of information distribution mainly to the 
debtors and even poor nature of information available to financial 
institutions customers. 
    The financial sector assessment (FSA 2003) analyzed that, the higher 
interest influences indicates a higher risk and inefficiencies mainly in the 
banking system. The central bank of Kenya (CBK 2003) also concluded 
that   the loans loss distribution as well as the profit margins, which 
exactly indicates a premium on distribution in an increasing risk market 
contributes to at least 50% of spreads. Hence, the risk-component of the 
spreads is generally related to weak property right protection, poor judicial 
system and even poor nature of information sharing within the financial 
industry. In addition to the above the overhead expenses composed of 
more than 40% of the spreads of which is influenced mainly by the nature 
of wages expenses as well as other costs. 
       The international financial statistics (IFS 2005) analyzed that in 
solving the underlying causes of high spreads is the surest means of 
discouraging them. Hence the management discouraging leading ratio may 
results to an increasing in what is called explicit or hidden charges to 
compensate for interest revenue and even more so the nature of credit 
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rationing, both of which will have disproportion effects on credit mainly to 
Small and Medium scale borrowers. In relation with the above impact on 
bank’s soundness most likely result in banks soundness, included; 
minimum depots as well as charging more fees to compensate mainly for 
increasing the cost. The financial assessment sector (FSA 2004) also 
analyzed that the cost of deposit ratio must be generally higher in the 
current decreasing rate, manageably determined to discourage the trend of 
short –term leading.   
       The IMF World bank (2003) also indicated that, the most important 
reason for growing level of non- performing loans (NPLs) in the banking 
industry system is lack of enough credit risks management in distributing 
loans. The central bank of Kenya (CBK 2005) on the same issue indicated 
that, poor information mainly on the nature of cash flow of those 
interested borrowers shows that the system of lending can be mainly 
based on collateral instead of on credit bases of risk management, on the 
other side, on the basis of profitability  of the potential  investments, the 
international financial statistics (IFS 2004) on the same line observed that, 
the problems in collecting on collateral mainly due to corruption and even 
more so on increasing level of inefficient judicial  system discouraging 
collateral –based lending. Equally the central bank of Kenya (CBK 2005) 
analyzed that sound system of analyzing as well as reporting of the 
financial information  by the corporate, ensuring the discouragement   of 
the legal impediments mainly to information sharing on debtors or  
borrowers and even more so the launching of credit registries shall 
improve more cash- flow –based lending. In addition to the a above, 
motivating the improvement in the fixed Assets registries as well as 
establishing sound registries mainly for those movable collateral so that to 
encourage the access to credits for the agricultural sector as well as small 
and medium enterprises  of which may equally contribute to sound and 
sustainable lending system within the industry. 
     The IMF World Bank (2003) in their reporting on the financial industry 
in Kenya indicated that the nature of competition may improve only if 
there are sound banks within the Kenyan economy. Besides the above it 
was also observed that a large number of small banks in Kenya are very 
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weak and even more so undercapitalized. Hence the financial assessment 
(FSA 2004) observed that to those knowledgeable customers mainly are 
being influenced to banks with those large foreign as well as government 
owned banks. The central bank of Kenya (CBK 2004) indicated that the 
high loan losses as well as interest spreads of the government managed 
banks equally undermine competitiveness of the same. The financial 
institution supervision (FIS 2005) also observed that the nature of 
supervisors only intervening highly into the failing financial institutions 
even the government divestiture   from state managed banks with 
increasing credit loses can also encourage improving competition in the 
domestic market mainly by motivating sound participants. 
Comparatively, the financial sector assessment 2004 concluded that the 
higher degree of transparency is needed mainly in the financial 
institutions as well as in the policy level.                 
Equally, the IMF World Bank indicated that the data available mainly to 
financial institutions customers on banks interest rate and charges is 
mainly limited. Hence the uncertainly about future nature of policy 
changes improve incentives mainly for non- transparency and even more 
so may discourage the effectiveness of the policy trends. The central bank 
of Kenya (CBK 2005) equally comprehended that the banking authorities 
have started to publish all banks interest rates as well as the common 
charges and even fees mainly on a regular trend. Hence the only possible 
steps in encouraging sound transparency mainly in the banking industry 
and also it may improve the environment of the banking association as 
well as taking more steps in educating the bank customers mainly on the 
selection and options in the banking sector. 
 
5.4(1) Divesting the Kenyan government’s ownership shares in the 
banking sector.  
         
In the present emerging global economies mainly bounded with a legacy of 
state managed banking industry, divesting the Kenyan  government’s 
share in banking industry  is the only important step that  may only 
contribute to the authorities in encouraging  sound banking industry  
system in Kenya (FSA 2004). The financial institutions  supervision (FIS 
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2004) indicted  that, as the no- performing loans in Kenya  are generally 
concentrated  in the banks mainly managed by the Kenyan government, 
the restructuring  banks and even divesting government managed shares 
mainly in the banking industry can only  indicate the government’s 
involvement to fiscal responsibilities  as well as sound governance system 
of which may encourage  good mobilization of the financial  resources need 
to improve higher ratio of industries growth  and development in Kenya. 
      Besides that, the IMF- world bank 2004, analyzed and recommended 
that, if it can be possible, the state’s share mainly in the banking industry 
should  be divested so that to encourage sound signal for the economic 
restructuring  plans  within the Kenyan  economy. The central bank of  
Kenya (CBK  2004) signaled that the above so analyzed  can only  take 
place mainly in the form of establishing of a tender  mainly  to divest the 
remaining state  controlled share  to the development  investors  or private  
development investors . 
The financial institution supervision (FIS 2003) analyzed that there should 
be  close monitoring  of the restructuring as well as divesture  process of 
which  may be crucial, should the Kenyan government accept  to manage 
any restructuring of banks  with  government management prior  to 
divesting  the government’s  share. Hence CBK 2004 observed   that, it 
may be so crucial that the restructuring steps involving the planning and 
implementation of stringent loan and even other international 
management planned to rationalize operations as well as the system of 
improving non-performing assets. The  CBK report 2005, indicated that if 
there is any investment of new capital shall be treated as contingent on 
the finishing of he divestiture of the government’s  share in the entirely to 
private investors unrelated to the Kenyan government. The IMF world 
bank  (2004)  also observed that to promise sound corporate governance  
of those banks mainly to be divested by the Kenyan  government the state  
accepting  the goal of sale  of a given portion of share mainly to suitable  
local investors with the aim of discouraging dilution  of governance. 
The central bank of Kenya (CBK 2003) also examined that the banking 
industry within the Kenyan economy encourages the operations of Kenya’s 
savings cooperatives; however there is a problem mainly in mobilizing 
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enough capital to meet the immediate demand. Also a part from the 
encouragement  in restructuring  banking  operations as well as 
encouraging  sound baking capital so that to encourage  service 
distributed to cooperative industry,  the said cooperative share holding 
structure  may cause a weak and poor corporate  governance  of which 
encourages  in more calls for the investment of capital mainly to comply 
with regulatory requirements of the limits. The central bank of Kenya (CBK 
2004) also indicated that the central bank of Kenya is comparatively being 
encouraged to work with the industry mainly to sustain sound governance 
restructuring plan of which may facilitate the raising of the required 
additional capital as well as improving the system of governance of those 
financial institutions. 
 
  4.4(III) Encouraging the improvement of the credit facilities  
 
 The financial sector assessment (FSA 2005-2006) indicated that the 
problem of property registration systems and lack of sound enforcement 
systems improves the nature of lending risk and the cost of borrowing. The  
central bank of Kenya (CBK 2005) pointed out that the underlying laws 
mainly governing creditors right  are based on traditions, hence the 
creation  and enforcement  of the said rights  is generally  affected  by the 
costs of  security like stamp duty and legal fees, presence of many  
disparate land registration procedure, poor  state of government registries, 
court  proceedings   costs, back log of cases in the courts, erratic court 
decisions, problem of enforcement  security mainly over the rural asset; 
lack of movable assets registry as well as poor consolidated insolvency law 
mainly with modern corporate  recovery  system. Hence the above so 
analyzed is part of uncertainty in debt management mechanisms   and 
discourages the up to date and harmonization of the security laws mainly 
in the transfer and management assets of the business. 
      IMF-world bank (2004) examined that, the company and insolvency 
lows are outmoded and even their management   is expensive, more 
inefficient as well as abusive. The financial sector assessment (FSA2004) 
analyzed that in Kenya various courts have been fevering the debtors over 
creditors  mainly by encouraging the delay of enforcement equally various 
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poor decisions have undermined creditors rights and even binding 
precedence for some cases of which is exactly corruption. Hence the 
bankruptcy process is shunned mainly by creditors in encouraging 
contractual receivership in cases where the corporate businesses are 
rarely salvaged as going concern. 
       The central bank of Kenya (CBK 2004) analyzed that lack of sound 
and accurate data, the lending price increases, a large number of registries 
are in serious requirement of modernization as well as maintenance, the 
corporate registry mainly which encourages the management  of 
confidence in commercial activities cannot distribute the main data. In 
addition to the above the official receivers department is not enough of 
which can handle the moderate case load, also the Kenyan government 
should seek prompt approval of the proposed amendment of the banking 
Act to accept for data sharing financial institutions and the exchange of 
positive data among all financial institutions should be encouraged  ( FSA 
2005).  
5.4 (IV) Encouraging the promotion of access to financial services in 
the financial industry 
           
             The IMF-world bank (2004) examined that a large number of 
providers of micro as well as small and medium scale enterprises credit, 
segments the market with adverse consequences for financial access as 
well as deepening. Comparatively with the Kenyan economic environment 
the distributors of micro and small and medium scale enterprises funds 
functions only in defined market. However, lack of sound legal as well as 
regulatory framework and data sharing mainly among various financial 
distributors also encourages the above said segmentation. The said 
discourages the smooth as well as sound flow  of funds through the 
institution and even through the geographical areas and increases credit 
risks, of which equally causes gaps in the access to the finance mainly for 
small and more so medium scale corporate. 
      The Kenyan government should develop as well as secure consensus 
on sound national policy and strategy for micro and small and medium 
scale business finance of which indicates the roles of Kenyan government, 
micro finance and small and medium scale enterprises shareholders in 
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distributing and even increasing access to the main finance services.  In 
relation to the above the nature of coordinating various regulators may 
generally encourage the system of transparency and even more so 
discouraging segmentation mainly among various distributors of financial 
services. Also the legislative and the regulatory  framework mainly 
governing various classes of financial distributors requires to be clarified 
as well as being consistent with the overall national policy as well as 
strategy for the access and  eve more so microfinance . 
           The financial sector assessment (FSA 2006) indicated that the 
major factor for lack of financial leasing; is exactly poor legal as well as 
poor taxation system that mainly applies to leasing activities. The central 
bank of Kenya (CBK 2005) has equally analyzed that the Kenyan income 
tax rules of 2002 is not clear mainly on the operational and finance leasing 
of which is not coordinating with the income tax Act mainly on the 
treatment of depreciation and even expenses allowances, even the various 
financial institutions and specialized distributors are sound in the whole 
Kenyan domestic economy. 
       The financial institution supervision (FIS 2006) concluded that, future 
changes mainly in the financial industry should be done through sound 
supervised financial institutions and also in the form of grants instead of 
credit. The World Bank (2006), in addition to the above analyzed that, the 
subsidized interest rates and non repayment system can circumvent 
effects on the private distributors of the micro financial institutions as well 
as small scale banking institutions mainly with poor performance for the 
financial development. Equally the Kenyan government should encourage 
the development in financing that improve the private financial operators 
(CBK 2006). The international financial statistics (IFS 2006) has analyzed 
that the Kenya postal office savings bank (KPOSB) has to maintain it’s 
functions as repository for household savings and in distributing financial 
services to households. The central bank of Kenya (CBK 2006) also 
observed that the KPOSB is well distributed in the entire economy with its 
own character and gives financial services to a large number of customers. 
Also the functioning of the KPOSB mainly include the mobilization of small 
deposits and even more so investing mainly in the government securities. 
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Hence accepted that KPOSB keeps its operation as safe depository mainly 
for household savings as well as money transaction, by linking the 
investment only to government securities, the IMF –world bank (2004) 
equally encouraged the KPOSB shall not operate the retail lending since 
the new government managed provides the required credit distributors in 
the small and micro financial market and the KPOSB cannot easily 
circumvent the needed skills for credit assessment and even lending 
operations within the entire economy.   
5.4(v) Encouraging the development of Non –bank financial 
institutions in the Kenyan economy 
 
(a) Consolidation of the Insurance institutions market. 
 
        The financial sector assessment (FSA 2006) observed that the 
insurance in the Kenyan economy over populated as well as highly 
segmented with limited core of corporate having adequate retention 
capacity and underwriting policies in the economy. The IMF- World Bank 
(2004), has examined that the corporate companies in the Kenyan 
economy operates with low loss ratio and even a growing costs ratio. In 
context to that, poor reserving is a problem for many insures mainly the 
specialized in motor insurance as a reason of accepting risk rebate to low 
underwriting skills followed by low market situation among brokers. 
Financial institution supervision   (FIS 2006) indicated that the insurance 
corporate have been incurring losses for along period of time, of which 
indicates that the insurance corporate companies paid the underwriting 
losses with investments income. Hence with a decreasing interest rates 
mainly on the treasury bills, the insurance companies are most likely to 
incurs losses only if they don’t encourage the underwriting skills as well as 
discouraging the nature of operating costs and even more so sound 
consolidation of the insurance companies.  
 
(b) Pension system. 
         
The central bank of Kenya (CBK 2005) analyzed that the Kenyan pension 
system does not distribute the required pension benefits hence requires 
sound reforms. The financial sector assessment (FSA 2006) also 
encouraged that the Kenyan authorities should launch the policy 
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committee to motivate the management of pension reforms,   hence, the 
main issue with the above is the poor coverage, old age engulfed with 
poverty, lack of longevity insurance and even more so present unfunded 
liabilities mostly the NSSF, CSPS and Quasi-government pension plans in 
Kenya.  
The IMF-world bank (2004), indicated that poverty in Kenya among old age 
retires can be solved by launching anon-social safety net or universal 
pension, longevity insurance for the covered area can be  easily solved by 
changing NSSF into actual balanced benefit scheme. Hence the minimum 
funding level for NSSF, CSPS as well as the Quasi- government pension 
plans should be launched and enforced mainly in financing ratios for other 
pension schemes. 
        The financial sector assessment (FSA 2006) analyzed that the call for 
the reform of the Kenya pension system is due to weight of government 
unfunded liabilities. The central bank of Kenya (CBK 2006) shows that a 
large amount are estimated  for NSSF, CSPS,  and even  the pension 
scheme of the Kenya  port authority, Teleposta, Kenya railways 
corporation, and Kenya power and lighting . Also the pre-funding of 
liabilities of CSPS has to be encouraged while the Kenyan government has 
to make a policy decision mainly on allocating the losses of NSSF in the 
economy. Financial institution supervision (FIS 2004) indicated that the 
Kenyan railways corporation pension management in the present 
condition circumvents a zero financing ratio of which has to be solved. 
 
5.4(vi) Encouraging capital market development in Kenya  
 
Capital market authority (CMA 2004) observed that the impediments on 
both the demand as well as supply discourage the capital market 
development   within the Kenyan economy. The central bank (CBK 2005) 
in relation to the above has indicated that the supply side, a large number 
of the family managed corporate in Kenya are not active to meet the 
requirements of the listed companies in the market. Also the expenses 
involved with the listing gives a disincentive. However  the financial 
institution supervision  analyzed that, in the improving the corporate 
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regulation as well as disclosure through updating the Kenyan companies 
act and even more so strengthening the company registry should decrease 
the expenses of transparency for the listed companies in the market. The 
FIS (2006) observed that the CMA and the registrar of companies in the 
Kenyan economy should be launched mainly to promises sound regulation 
of the companies that are operating in the market include on demand side, 
the CBK 2004 examined that the institutional investors needs both debt as 
well as equity securities, in efficiencies in the market as well as poor 
regulatory oversight   and even more so lack of enough corporate 
disclosure discourages their investment ability. Also in addition to the 
above, the investor protection is also one of the most important issues that 
can encourage confidence in the market. 
The financial institution supervision (FIS 2004) in relation to the above 
examined that in order to encourage the regulations as well as the 
supervision of the economy and settlement system the compensation  and 
guarantee funds should be well controlled in the market  by limiting  the 
amount  funded to the trading volume. Also financial  sector assessment 
2006 indicated that  the ratio of education mainly  at all level for issuers, 
investors financial  distributors  and regulators as well as encouraging 
parastatals   to issue bonds or shares through public offering motivate the 
market development  that improve the supervision  of listed companies 
and even launching the regional market in the east African region.   
 
 
5.4(vii) Encouraging prudential regulation and supervision financial 
institution in Kenya  
 
 
a) Banking supervision  
   
    The central bank of Kenya (CBK 2003) analyzed that the legal provision 
of the central bank  amendment act 2000 and section 44 banking  act that 
require prior approval of the minister of finance  for changes and fees, 
create uncertainty  about the Kenyan government’s  commitment to 
market based financial intermediation over the same  the central  bank of 
Kenya has exactly distributed  a circular mainly that analyzed the section 
44 of  the banking that it will not  be enforced, a subordinate legal 
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instrument  can not change laws comparatively the above said  section 44 
of the Kenyan banking act as well as the central bank amendment act 
must be repealed to discourage uncertainty  in the marketing  economy in 
Kenya. Hence in relation to the above the FIS (2005) observed that the 
bank supervision department (BSD) of the central bank of Kenya (CBK) 
has generally well planned for the supervision program which mainly can 
not lead to correctively action, also the failing financial institution have 
been accepted to operate in the market for  along period of time by which 
the central bank of Kenya has been involved itself over the same mainly 
due to negative net worth which loses for those uninsured creditors and 
even more so the negative effects on the borrower discipline mainly of 
recovery of assets. However the most concern with the current banking act 
in Kenyan banking industry is the nature of vesting of main powers mainly 
to deal with the difficulties of the financial institutions of which involve the 
removal of officers or the creditors selection of the statutory manager or 
more so the revocation of license in the ministry of finance changes to the 
banking act were launched in the year 2004. In addition to the above, the 
central bank of Kenya (2004) noted that in relation to the deposit 
insurance and bank failure to resolution, the DPF should be provided an 
independent action by the minister of finance. The lender of the last resort 
facility is not generally integrated into the overall financial safety and even 
more so the current bank failure resolution is generally more inefficient 
and evens the legal basis for a purchase and assumption operation should 
be created. 
 
c) Insurance sector and pension funds  
 
The central bank of Kenya (CBK 2004) has generally analyzed that the 
insurance act has an important effect as well as the insurance commission 
is not exact operating a an independent body hence not circumventing 
enough resources mainly to conduct sound supervision of the insurance 
industry also the retirement benefit act included so may international good 
practices as well as the retirement benefit authority of which is exactly 
managed by highly learned staff. 
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c) Non- bank financial institutions in Kenya  
 
According to financial institution supervision (FIS 2004) has indicated that 
the Kenyan government was on the stake mainly in bolstering the micro-
finance sector and at the same time the said has been presented to the 
parliament that can mainly inter alias provision for sound supervision over 
sight while doing away with over-regulation and also over taxing the 
central bank of Kenya.  
 
e) Capital Markets 
 
According to the central bank of Kenya (CBK 2004) the legal framework for 
the capital markets has been launched even though the enforcement of the 
market rules as well as the supervision of the participants in the market is 
very much weak and even more so CMA nor NSE is conducting market 
surveillance activities with the main aim of trying to detect market 
misconduct like market manipulation, front running, ramping as well as 
insider dealing. 
         
5.5 Payment and settlement systems  
 
As it has been analyzed by the central bank of Kenya (CBK 2003) the 
present payment system is highly based on manual and even more so 
paper based arrangements and even mainly involved with the systemic 
risks while also hampering the nature of development of the financial 
system in the economy. In relation to the above the efficiency   operation of 
payment system in Kenya is mainly affected by lack of enough 
frameworks; poor payment instruments as well as along cycle for clearing 
and settlement poor clearing and settlement of securities hinder the 
nature of trade and even more so increase risks in the market. However, 
the establishment of the central depository and settlement corporation 
(CDSC) will be one of the most important steps mainly in solving a 
weakness in the clearance and the settlement of private securities in the 
market. 
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5.6 CONCLUSION  
 
In the present emerging global economy, in the context in the financial 
assessment in Kenya, the Kenyan authorities should make sure that it is 
assessing the development and requirement and opportunities for the 
financial sector as well as macro –economic problems and risks to macro-
economic stability mainly from the short comings in the Kenyan financial 
sector.  
However, the Kenyan authority is complying with the requirement of the 
Basel core principles mainly for effective banking supervision (BCP); the 
international organisation of security commission (IOSCO) principles for 
security regulations and finally corporate in solvency and creditor rights 
issues have been analyzed in detail. 
In addition to the above, detailed study have been analyzed in context to 
the anti-money laundering /combating the financing of terrorism ( 
AML/CFT). 
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CHAPTER6 
 
 
MONETARY POLICY OF THE CENTRAL BANK OF KENYA. 
   
 
 
 6.1 INTRODUCTION: 
Mwega (1990), analyzed that the central bank of Kenya is exactly entrusted 
with the main responsibilities of formulating as well as implementing  
monetary policy in the Kenyan   economy of which is comparatively directed 
towards attaining and maintaining low inflation within the Kenyan economy 
and also to maintain sound market based financial system in the  Kenyan 
economy. Durevall and Ndungu, (1999) also in context to the above, indicated 
that, since the Central Bank of Kenya was established in1966, the Central 
Bank has generally employed the inflation objectives. According to Killick T. 
(ed.) (1981) , the use of the said monetary policy strategy has been mainly 
based on the presumption that the nature of monetary aggregates has an 
effect mainly on the Kenyan economic stand more so on the system of 
inflation. 
Kinyua, J.K (1992) observed that the nature of the monetary policy in the 
Kenyan economy has maintained the same level for along period of time by 
which the central bank of Kenya has been motivated in refining the system of 
it’s monetary policy operations so that to improve efficiency as well as 
effectiveness mainly in distributing its objectives in encouraging sustainable 
changes in the financial as well as economic conditions within the Kenyan 
economy. 
Brough, A.T and Curtin T.R.C (1981) indicated that due to long standing failure
of the monetary policy in maintaining it’s inflation objectives during 1980s as 
well as early 1990s ,the Central Bank of Kenya implemented more changes to
monetary policy mainly including; the introduction of the New instruments,
comparatively the IMF- World Bank (1981) shows that the Central Bank of
Kenya  effected more changes of  which included employing direct instruments
of monetary control, mainly by introducing the tool of open market operation
(OMO) as well as encouraging  sound liberalization of interest ratio and even
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more so the shilling exchange ratio was also liberalized. In addition to the
above, the World Bank (1981) on the same issue observed that the monetary
policy in the Kenyan economy has been more important mainly to inflation 
goals pursued as well as the instruments employed to attain it. Also, Killick T
(ed.1981) concluded that the monetary policy in Kenyan economy was highly
employed as a tool of economic control and management because of pervasive
management coverings almost all sectors of the economy including the banking
industry. World Banking (1990) analyzed that, the monetary policy in Kenya
mainly under the period of direct control s was exactly influenced in reacting
instead of encouraging sustainable development in the Kenyan economy. The 
IMF (1975-1999) analytically, indicated that in the Kenyan economy, control 
and management was the only approach to encourage economic policy control.
Inorder to circumvent a clear image on how the nature of monetary policy has 
been evolved in the Kenyan Financial industry, then we have to investigate 
what was happening during the year 1966-1992, during the regime of the fixed 
exchange rate as well as during the regime of 1993, when the Central Bank of
Kenya accepted to float the exchange rate in the banking industry and the 
economy as a whole. Comparatively its indicated   the exact evolution and
nature of the monetary policy of the central bank of Kenya as well as how the
central bank of Kenya has been managing its monetary policy for the industrial 
development in Kenya, the aspects of the present monetary policy framework
mainly by following the adoption of sound formal  approach like operational
system, institutional management as well as  the instrument available to the 
Banking industry and finally the various emerging challenges influencing the
central Bank of Kenya. 
 
 
    6.2       The Evolution of Monetary Policy in Kenya Under A 
fixed Exchange Rate: 
 
     6.2 (1) Monetary Policy During The Formative Period of The 
Central Banking 1966-1970; 
According to Financial Institution Supervision Department (FISD 2004), the 
central bank of Kenya was established in 1966 under the Central Bank Act 
(CAP 48). In addition to the above the Act assigned to the central Bank of 
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Kenya the statutory objectives mainly to assist in the development and 
maintenances of the required sound monetary and credit, and banking system 
in Kenya, conducive to the orderly as well as balanced economic development 
of the country and the external stability of the Kenyan currency. Also the 
Bank (Central Bank of Kenya) was also required to maintain a desirable level 
of foreign exchange computed of which was equal to four months of import 
cover average   over the last three years. Hence with such said broadly defined 
objectives mainly referring only to price stability, the Central Bank of Kenya 
(CBK) aimed at maintaining its monetary policy strategy mainly with controls 
on interest rates and the volume of credit expansion by the Banking industry 
as its operational targets, as well as money supply growth as its intermediate 
targets. Hence the operational targets of the Central Bank of Kenya were 
exactly communicated to the Banks and other Banking institutions mainly 
through the guidelines issued from time to time.  
The Central Bank of Kenya (CBK 1972) indicated that during the year 1966-
1970, the Central Bank of Kenya pursued a passive monetary policy partly 
due to the reason that the Central Bank of Kenya had not then circumvented 
or acquired sufficient experience mainly in the art of management of 
monetary policy. Hence the main issue was the Kenyan economy was not 
having serious and effecting macroeconomic difficulties during the period 
under study. Hence the Kenyan industrial sector and the economy at large 
were growing at the ratio of 8% annually while on the other side inflation was 
being controlled at 2%. Apart from the above analysis the Central Bank of 
Kenya (CBK 1970) indicated that during the year 1967 and 1969, Kenya’s 
nature of balance of payment and even the budget gained a sound record of 
substantial surplus. Hence in relation to the above, the Central Bank of 
Kenya (CBK) was encouraged to focus its motivation efforts on laying down 
the accepted infrastructure mainly for the effective control of the monetary 
policy within the Kenyan economy. Besides the above, the Central Bank of 
Kenya consolidated its role exactly as the major holder of foreign exchange 
mainly after the centralization of custody of the foreign exchange. The Central 
Bank of Kenya (CBK 1968) in context to the above, indicated that the Central 
Bank of Kenya introduced a liquidity ratio, mainly requiring the commercial 
banks operating within the Kenyan economy to maintain initially 12,5% of 
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their deposit liquidity in a liquid form, even though we may say that the 
above analyzed was not a sound tool of credit control as an instrument 
aiming at creating a captive market for government treasury bills with the 
main objective of encouraging and motivating government fiscal operations. 
Comparatively the government treasury bills were exactly controlled by the 
Central Bank of Kenya of which influenced the printing of money in the 
economy. 
The Central Bank of Kenya (CBK 1969), observed that the first emerged 
challenges to the central Bank of Kenya was in 1967, during this time the 
pound sterling (₤) mainly to which the Kenyan shilling was pegged, 
experienced the devaluation of 14.3% indicated the first Balance of payment 
crisis since Kenya gained her independence as well as since the Central Bank 
of Kenya started her operation. However, during the said crisis period the 
Central Bank of Kenya never acknowledged the said, as an exchange rate 
problem, hence managed it as just a normal or temporary problem of which 
did not call for any devaluation of the currency. Actually, there was a sound 
improvement in the Kenyan balance of payment of which resulted to sound 
surplus in the balance of payments. Hence the Central Bank of Kenya in 
(1970) computed that the above said improvement in the balance of payment 
motivated the growth in the domestic credit by a ratio of 27%, the growth in 
the money supply grew from 8% during 1968 to 19% during the year ended 
1969. Besides the above, the Central Bank of Kenya  (CBK 1974)  shows  that 
the Kenyan economy  had gunned down  it’s  first decade of her independence  
mainly with no active monetary policy management, mainly under the East 
African currency board as well as Fledging central bank of Kenya . 
Comparatively in monetary management the central bank of Kenya highly was 
depending on the cool moral suasion. In addition to the above, the central 
bank of Kenya enlisted the support of   banking institutions through regular 
meetings with other management of other banks mainly with the objectives of 
explaining the system of monetary policy management in financial sector and 
the economy as a whole. Equally, the central bank of Kenya being the 
regulator of the commercial banks as well as other non- banking financial 
institutions, the central bank of Kenya had some impact in relation to the 
above. Inflation ratio in the economy requires sound definition and 
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appropriate management as well as lacking the required supportive fiscal 
policy may not ensure well managed inflation within the economy. 
 
6.3 Monetary policy of the  central bank of Kenya during  
1970 -1980  
 
The central bank of Kenya in (1973) argue that during this epoch 
Kenya  had  started  Experiencing  many problems   mainly    that 
discourages  her objectives  of  the commendable 6-8%. Economic 
growth  as it has  been  enjoyed   since  independence. The Kenyan 
economy was being   influenced to manage the emerging constraints mainly 
on the balance of payments of which was attracted by the collapse of the 
system of fixed exchange rate in 1971 of which managed by the Bretton woods 
Agreement and the al crisis of 1973. In 1976, the central bank of Kenya 
analyzed that the Kenyan economic ratio declined and the balance of 
payments as well as the local prices was under pressure, hence in 1967 the 
Kenyan balance of payment was in a deficit of more than 362 Million shillings 
as well as the rate of Inflations grew to around 7.0% from 2.6%. Hence the 
said development were generally motivated by high growth in domestic credit 
of which encouraged  high ratio  of net capital  inflows discouraged the 
balance of payment during 1997. 
The above influenced the central bank of Kenya  to take various measures 
targeting at the nature of credit expansion as well as encouraging to curb 
imports according to the analysis of the central bank of Kenya  in 1972 
indicated that the above so said included  the imposition  of a minimum  cash 
ratio of 5% mainly on the commercial banks as well as  the liquidity  ratio 
requirement of 12.5% comparatively the said cash ratio was generally 
discouraged and the liquidity ratio was increased to 15.0% during the year 
ended 1972, hence the commercial banks as well as the non-banking financial 
institutions (NBFIs)  were encouraged  by the central bank of Kenya to accept 
a reduction of the nature of their lending mainly for financing the imported 
trade for consumer durable goods. Due to the devaluation of the Kenyan 
shilling exchange rate following the devaluation of the US dollar. The Kenyan 
local credit growth rate declined to 12.2% during the year ended 1971/1972 
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as from 30.2% during the year ended 1970. Comparatively, the above so 
analyzed encouraged the improvement of the balance of payment of which 
indicated a surplus of  196 Million shilling during the year ended 1973 while 
on the other side the inflation  in the Kenyan economy declined to an average  
of 4.0% per annum as from 7.0% of which influenced by the oil crisis. Besides 
that, during the year ended 1973, it was analyzed by the central bank of 
Kenya (CBK 1973) that since the nature of credit distribution mainly to the 
private sector  improved only to 5% indicating a slow down in the economic 
growth rate, the bank encouraged the commercial banks to improve the ratio 
of their lending mainly to private sector by not more than   12% of the total 
lending  during the lending year  and sound ratio of the said  ratio be 
distributed to the agricultural sector of the economy as well as small African 
enterprises and even the exporters. 
The central bank of Kenya (CBK 1974) argue that the problems of the balance
of payment as well as the pressure on the local prices plus the oil crisis of
1973, the central bank of Kenya discouraged the commercial banks lending 
mainly to the foreign managed corporate  to 60% of cooperates  capital only if
more than 50% of the equity in the company was managed and owned or 
controlled by the Kenyan nationals, the above analyzed conditions was even
lower for the wholly managed foreign –owned corporate companies. Central 
bank of Kenya (CBK 1975) observed in context to the above that the said
conditions during the year ended 1974 was relaxed so that the above lending
may be available to the foreign managed corporate companies of which are only
involved in Agriculture, manufacturing, export  trade as well as   relation
tourism sector of the economy.  In relation to the above, the condition that, the
commercial banks lend only 12% to the private sector was maintained until
1975, also the said 15% minimum liquidity requirement was also encouraged
to extend to cover also the non-banking financial institutions in 1974, more 
measure were also taken to reduce the nature of government borrowing  mainly
from the banking system during the period 1973  and 1974as well as the
minimum deposit ratio and even prime borrowing rate of which  were increased
to the ratio0f 5% as well as 8% from 3% and 7%, also on the other side the
government treasury bill rate was also increased to the ratio of 6% from 1%
since Kenya circumvented her independence . 
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 Apart from the above, the annual reporting of the Central Bank of 
Kenya (CBK 1977) observed that the growth in both local credit as 
well as the ratio of money supply declined between the years 1973 
and 1975 mainly due to the nature of the balance of payment of 
which was a deficit in the years 1974 and 1975 as well as the 
inflation averaged 15.5% per annum from 4% during the year 
ended 1974. In relation to the above, the Kenyan economy growth 
declined to 2.5%. 
The IMF (1976), argued that so that to improve the declining in the balance of
payments, more efforts were to be made mainly on the local prices as well as 
encouraging sound and suitable economic development, hence the central 
bank  of Kenya accepted to impose more measure during the year ended 1975,
of which included the re-alignment of the Kenyan currency from the US dollar
to the special drawing rights (SDR) as well as encouraging the Kenyan
government to accept the devaluation of the Kenyan shillings  by 10.8% so that
to sustain sound stability in the value of the Kenyan shilling mainly from
undesirable reaction in the world’s floating  exchange ratio. 
The economic survey (1980) and Killick T. (ed. 1981) analyzed that the central 
Bank of Kenya has encouraged tight credit measure with the main objective of 
distributing  more credit to Agriculture sector of the economy mainly with the 
main aim of encouraging  sound contribution to the entire national economy. 
In coordination with the above, the central bank of Kenya (CBK 1977) 
observed that the commercial banks during the year ended 1975 were 
encouraged to improve their remaining credit facilities to Agriculture sector of 
the economy to 17% of their deposit liability due to the above so analyzed 
conditions of the central bank of Kenya during 1975 the said rate was 
increased to 14% from that of 10%. 
The terms of trade during the year ended 1976/1977 as it was  observed by 
the central bank of Kenya grew to 60% mainly due to growth in the world 
prices of the two major  Kenya  agricultural exports (coffee, Tea) of which  
attracted the strength  of the Kenyan capital account, hence in general the 
overall balance of payments grew  and indicated a large surpluses, also even 
the foreign exchange reserves mainly held by the central bank of Kenya  grew 
to US $ 529 Million during the year ended 1977 as from 172 Million in 1975. 
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However the above said gains mainly from coffee and tea prices were exactly 
distributed to producers of which improved their income standard as well as 
the nature of the Kenyan government revenue. In relation to the above, since 
the central bank of Kenya had accepted the potential effect mainly on the 
monetary  as well as  the nature of credit expansion and even  effect to 
domestic price, more  measure were taken  to control the monetary effect of 
the growing income from coffee. 
Central Bank of Kenya (CBK 1978) indicated that the minimum liquidity ratio 
of the banking institution as well as the Non-Banking financial institution was 
increased to 18% from 15%. Comparatively the lending ratio was also improved
to 10% as well as the ratio of total local credit was to be maintained to 21%.
Besides that more conditions were encouraged on the nature of government
borrowing mainly from the banking industry and even more so there were more 
conditions on the local investors’ nature of borrowing mainly by foreign
managed   companies. The study of the Central Bank of Kenya (CBK 1978-
1979) clearly indicated that the above so analyzed conditions caused small
effect mainly on the nature of the local credit as well as monetary expansion.
Hence the domestic Banks improved their local credit extension mainly by 29% 
and 44.3% during the year 1976 and 1977. Then this was due to the growing
nature of the borrowing by the Kenyan government with the main objective of
financing its growing budget deficit. The growing  nature of money supply grew
from 17.1% in 1975 to 24.1% and 46.8% during the said economic period, the 
ratio of inflation was favorable of which was averaging 15% in 1975% of which
encouraged economic growth mainly due to the nature of growing income from
coffee and tea of which grew at 5.6% and 8.6%.  The Central Bank of Kenya 
(CBK 1980) shows that there was an effect of monetary expansion mainly on
the nature of inflation of which indicated a great acknowledgement mainly on
the system of too much monetary expansion and its characteristics of growth 
as the banks and also the Non-banking financial institution were under a wash
with the liquidity. In accordance with the said characteristics, the central bank
of Kenya was exactly influenced to increase the ratio of banking mainly from
6% to around 7.5%, hence due to the above said conditions the commercial
banks liquidity position was very tight of which discourages the ratio of
liquidity   to 18% as well as the cash ratio to 3%. Also the Central Bank of
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Kenya encouraged the commercial banks as well as the Non –banking financial 
institutions mainly to limit the nature of their credit extension more so to the
private sector of the economy to 18% per year and even reducing the ratio of
the government borrowing. Apart from the above conditions, being rain forced 
in   1978 mainly by non-interest bearing deposits as well as the exchange
control restrictions. However since the bank’s liquidity ratio was tight, the bank
had to discourage the minimum liquid Assets ratio requirement to 16%. During
the year ended 1978 as it was analyzed by the Central Bank of Kenya 1979
indicated a deficit of which a clear outlook of the fall of the world price of the
coffee and tea as well as a growing increase in the import trade, over the same
inflation was higher as 12%. Kinyua J.K (1992) and the central bank of Kenya
(CBK 1981) have also observed that a great improvement was realized during
the year ended in 1979 in the Kenyan balance of payment, during the time a
1414 million shillings surplus was mainly realized on account of a reduced 
import followed by higher growth in net capital inflows into the Kenyan
economy, hence reducing the rate of inflation to 8%. Various efforts were being
made mainly to try and liberalize the import trade, over the same the Kenyan 
shilling exchange rate was mainly devalued and raise the interest rate of which
improved the economy for a short period of time since the Kenyan balance of
payment experienced a higher rate of deficits and even the rate of inflation grew
mainly with the growth in the local product at the rate of 3.2% per year. In
addition to the above, the increase in the world price for oil encouraged the
increase in the fiscal policy of which attracted the increase in the government
nature of expenditure.  
The Central Bank of Kenya (CBK 1984) since 1979-1982 the Kenyan budget 
deficit grew to 8% of the GDP per year of which was mainly funded by 
borrowing from the banking industry. Then the said large budget deficit and 
the nature of a large borrowing from the banking industry  comparatively  the 
above was the genesis of poor banking management of monetary policy in the 
banking industry. The IMF (1981) analyzed that  attempts were being made so 
that to improve the domestic as well as external imbalance and even more so 
restoring the nature of stability that the Kenyan government encouraged the 
improvement of  fiscal policy during the period 1983/1984 with the main 
objectives of reducing the nature of borrowing from the banking sector. Hence, 
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the above so analyzed encouraged sound credit supply mainly to the private 
sector by discouraging the system by 8%, in relation to the above, the total 
domestic credit as well as money supply with the Kenyan economy grew to the 
ratio of 10.5% and 8.0% per year of which encouraged the growth in overall 
balance of payment into surplus and the inflation declined to 14.6% and 9.1% 
in the year 1983 and 1984 from that of 22.1% during the previous years. The 
analyzed improvement  in the Kenyan economy  during the above period never 
lasted for along period of time, but during the year 1985 the Kenyan balance 
of payment experienced  a wide deficit as well as the inflation mainly as a 
result  of rapid growth in credit more so to the government, due to poor 
budgetary position of the  government. The central bank of Kenya (CBK 1987) 
observed that there was a great growth in the coffee boom of which motivated 
the improvement in the overall balance of payment, hence due to tight budget 
during the fiscal year 1986 made the nature of the government borrowing to 
grow, the Kenyan domestic credit as well as money supply grew by 35.1% and 
32.5%. The inflation also declined to 6.0%. However according to the analysis  
of the central bank of Kenya (CBK 1987) more economic and financial 
programmes as well as other reforms measures  encouraged sound 
effectiveness of monetary policy in the economy. Equally, in addition to the 
above, the Central Bank of Kenya (CBK 1988 ) clearly indicated that more new 
government debts instruments like treasury bonds of one-two- and five-year 
maturities of which were exactly aimed for monetary  policy purposes were 
accepted and even the cash ratio for commercial banks was also re-launched  
at 6%, over the same the Kenyan banking system encouraged the 
implementation of  flexible management of  the interest rate and sound  
liberalization  of other parts of exchange and trade system. In relation to the 
above, the central bank of Kenya (CBK 1992) analyzed that more reforms was 
to be liberalization as well as complete management of the interest  and even 
more so  the introduction of open –market operation (OMO), apart from 
continuous growth in the monetary policy instruments to the central bank of 
Kenya. There was a decline in the growth of domestic credit as well as money 
supply within the economy. As it was analyzed by the central bank of Kenya in 
1993, shows that the nature of the domestic credit and money supply within 
the Kenyan economy grew more faster as it may be compared with other 
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previous years of which exactly indicated the effect of the growth of fiscal 
policy hence, encouraged the Kenyan government to accept more borrowing 
from the banking institutions with the main objectives of financing its deficit 
budget.  
                      
 
6.4 Current monetary policy framework in Kenya   
 
 
6.4 (1) Change from direct to indirect approach      
 
The central Bank of Kenya (CBK 1994) examined that the Kenyan government 
accepted to circumvent more comprehensive economic reform programme, 
early on of which were under the management and control adjustment 
facilities within the financial industry. In addition to the above under the 
analyzed economic plans the Kenyan government encouraged and monitored 
more effort to reform its role in the economy mainly by encouraging at the 
same time the fiscal as well as monetary structural and even the external 
factors, but Kenya’s economic policy was very poor, mainly due to poor 
performance of the Kenyan economy.  
Apart from the above, the central bank of Kenya (CBK 1995) observed that a
high rate of inflation and near-collapse of the Kenyan currency during the
period 1990-1995 indicated a down fall of fiscal as well as monetary policy.
Comparatively the rate of money supply within the Kenyan economy grew to
34% during the year 1991 as it was being compared with that of 9% during the 
previous periods due to wide acceptance of the central bank of Kenya in 
managing the distressed banks within the financial industry. During this 
economic period, fiscal policy was analyzed as being not the solution to the
said problem. Comparatively, the Kenyan government budget was in a great 
deficit of 0-11% of the GDP during the year 1991/1992, equally financed with
the central bank of Kenya. The central bank of Kenya Act empowered the
minister for finance to have more power over the management of the central
bank of Kenya mainly including those on monetary policy. Hence the central
bank circumvented very little as well as limited power over the monetary policy
control. Comparatively, in relation to the monetary policy, the Kenyan financial 
industry and the economy as a whole experienced a wide inflation of more than
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70% as well as low and poor growth of less than 2% during the period 1993. 
In 1994, the central bank of Kenya (CBK 1994) analyzed that , the Kenyan 
economy lost it’s forex within a few week’s imports cover during the year 1993,
also Kenyan shilling grew very week of which discouraged the rate of medium
of exchange hence encouraged and motivated the use of other foreign currency
more so the US dollar ($) in business transactions. The central bank of Kenya’s 
monetary policy before 1996 circumvented multiple as well as varied objective
of which were clearly specified with the main aim of managing low inflation
within the Kenyan financial industry (CBK section 2 1997) - it was very much 
important according to the analysis of the central bank of Kenya (CBK 1998) to
allow the CBK to control the monetary policy with the main objectives of
controlling the inflation to a reduced rate. Besides that, the central bank of
Kenya’ Act was exactly amended during 1996 mainly to maintain  price
stability as well as fostering sound liquidity, solvency and the proper function
of a stable market based financial system for the encouragement  of
sustainable economic growth, hence the managerial autonomy motivated 
sound provision for the accountability  as well as transparency. According to
the above said Act of the central bank of Kenya encouraged the central bank of
Kenya to be submitting to the minister for finance  mainly within six months, a
monetary policy statement mainly which: 
1. specifies the policies and instruments to apply to achieve policy 
targets in the next twelve months. 
2. States the rational for the policies and instrument mix. 
3. Contains an assessment of progress with the implementation of
monetary policy in the immediate twelve months to which the
previous statement relates. 
After the minister for finance on the other side, has to table the same 
monetary policy to the parliament committee that manages the economic 
matters of the country in relation to the above, the Central Bank of Kenya has 
to channel the same financial information to the public. 
According to Sec. 14 of the central bank of Kenya  (CBK Act 1996) clearly 
indicates the main procedure which are exactly required to be followed to 
remove the governor from the office of which is equally  making it difficulty  to 
exercise in selecting the power to move in that objective according to the law. 
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In addition to the above, the system of change to the use of M3 to broad 
aggregates M3 X.   
The central bank of Kenya (CBK 1999) in its study indicated that the conduct 
of monetary policy was mainly focusing on the nature of the broad monetary 
aggregate, M3 within the Kenyan financial industry and the economy as a 
whole. Comparatively the above analyzed mainly includes currency in 
circulation and term and non-term domestic deposits mainly held with banks 
and non-banking financial institutions in the financial sector. Also the 
stability of the relation between M3 and nominal GDP was under focus mainly 
as the banks and non- banking institutions were involved in a wide portfolio 
changes between the deposits government papers and even the foreign 
currency denominated deposits as it was being analyzed in chapter 2 of the 
central bank of Kenya’s Act. The above said changes was mainly due to the 
actual changes in relative rates of return of the said  financial assets and even 
other factors related  to the local market, the nature of  the capital account, 
the nature of the international  financial  investors a well as the  liquidity of 
the government paper, hence the above changes made the M3 to change of 
which discouraged the importance of  M3 as the most  aggregate guide for the 
monetary policy of the central bank of Kenya. The central bank of Kenya in 
response to the above motivated the study of broader monetary aggregate, 
M3X may be defined as M3 plus foreign currency deposits (FICDs) mainly held 
by residents, M3XT is M3X plus holdings of government paper by the non-bank 
public. However, FCDs in the above said definition of money follows the 
relative growth in the holding of FCDs mainly by residents after liberalization 
as well as their domestic currency value after the recent huge depreciation of 
the Kenyan currency against the US dollar. 
The central bank of Kenya (CBK 2000) indicated that during the end of 1997
the Kenyan currency grew very week of which made the growth of M3 was 9.8% 
and M3X plus FCDs was 11.9% comparatively, since the central bank of Kenya
had been targeting M3 at the time the increase of liquidity was poorly stated 
hence poor monetary environment of which encouraged inflation as well as the
nature of the balance of payment. However, the management as well as sound
monitoring of broad monetary aggregate , M3XT, grew due to the reason that 
the short dated 91- day treasury bills circumvented the  nature of the term
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deposits with commercial banks mainly in the characteristics of maturity
structure as well as liquidity, hence it was motivated by the accepted provision
of the rediscounting facility  at the central bank for the other commercial banks
as well as the non- banking financial institutions, then a clear indication of
liquidity in the  Kenyan economy mainly that cannot  involve the government
paper may then underweight the liquidity held by the non-banking financial 
institution or public. 
 
 
6.5 Operational system  
 
Killick T (ed. 1981) analyzed that in relation to the present framework, the 
central bank of Kenya (CBK) has encouraged the inflation goals as well as the 
instruments mainly to motivate the realization of its goals. However, in 
formulating the monetary policy plan to implement for a given time, the 
central bank of Kenya encouraged the estimation of the demand for money 
mainly with the target ratio of inflation within the Kenyan economy as well as 
the ratio of GDP growth, then the said is the foundation for determining the 
required goals for the monetary growth mainly in which the actual money 
supply should be maintained in the process of investing the monetary policy. 
Kinyua, J.K (1992) observed that due to poor data management of which was 
required for sound aggregates, the central bank of Kenya exactly formulated 
it’s monetary policy implementation system basis of the nature of reserve 
money of which is exactly available  as it’s  liability of the central bank of 
Kenya . Comparatively, the central bank of Kenya designed a reserve mainly 
plan in relation to the demanded nature of money supply growth within the 
Kenyan economy. Hence the central bank of Kenya manages the developments 
in the reserve money mainly by encouraging the required monetary policy. 
 
 
5.6 Institutional arrangement  
 
Mwenga F.M (1990) examined that the formulation of the monetary policy in
the Kenyan economy is generally delegated to the monetary policy committee
(MPC) of the central bank of Kenya. The monetary policy committee
management with its member comprises senior staff of the central bank of
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Kenya -; taking  the main responsibility of analyzing as well as the monetary
policy operation in the Kenyan financial sector. The said monetary policy 
committee generally meets once in a month mainly with the main objectives of
reviewing the nature of money reserve programme within the financial sector of
the economy for the next month. Hence the said allows the central bank of 
Kenya (CBK) to manage the date on the economy; so that to be able to control 
the nature of monetary policy in the economy. In addition to the above, the
management of the monetary policy committee (MPC) is co-ordinate by a 
monetary policy operations committee (MPOC) of which operates daily. Equally
according to the central bank of Kenya annual report (2003) indicated  that 
the monetary policy operation committee  takes into  consideration the daily
liquidity position as it may be compared with the laid down target  of the 
reserve money so that to be able to take the required action as against the
nature of liquidation. Actually the above said includes the nature of estimation
of the operation  of the government  accounts  mainly at the central bank of 
Kenya,  the central bank of Kenya’s operation  mainly as the lender of the last
resort. Comparatively, what we should be able to take into consideration is that
the monetary policy operation committee (MPOC) does not generally make the
final decision in relation to the action of the monetary policy. The said decision
is only accepted to the governor of the central bank of Kenya, to what it 
consider as to be appropriate action for the day given it’s management for the 
liquidity situation of the bank of which is general being done as the final
decision of the same. 
 
6.7 Monetary instrument of the central bank of Kenya  
 
 According to the central bank of Kenya annual report (CBK 2003) indicated 
that the central bank of Kenya (CBK)  in comparison with other central banks 
in the world, it manages monetary conditions in the economy mainly by 
employing the following various instruments; 
                    
6.7(1)  Open market  operations (OMO) 
Comparatively the central bank of Kenya (CBK) is involved in the purchase 
(repo) and reserve repurchase agreements under OMO with a view to mopping
up liquidity and injecting sound liquidity mainly into the banking system in the
 272
financial industry of the economy. As analyzed early, the main decisions
involved with the offering repos have been equally analyzed, of which are 
generally made on the daily basis mainly on the account of the perception of
the strong monetary conditions of the central bank of Kenya. In addition to the
above, the central bank of Kenya (CBK 2004) observed that the instrument of 
open market operation of which function electrically request bids as well as
investing financial institutions indicates the amount and the price and even the
interest required. Also the central bank of Kenya employs the marginal pricing 
approach mainly to adjudicate on any repo issue; in relation to the instrument
of open market operation (OMO), functions are mainly used as repurchase
agreement with the commercial financial institutions. However, the nature of
transactions under repos mainly range from one petition with the main auction
for the 91- day treasury bills, of which exactly being held weekly to increase
finance for government expenditure cohesively, the open market operation
instruments generally operates are conditioned to the commercial financial 
institutions. 
 
6.7(2) The cash ratio requirements (CRR) 
 
 Ndungu, N. and Durevall D. (1997) have concluded that; the cash reserve 
ratio requirements (CRR), instruments of the central bank of Kenya has been 
generally employed comparatively on the occasion by the central bank of 
Kenya with the main objectives of strengthening or more so loosening the 
nature of the monetary conditions within the Kenyan financial industry as 
well as the whole economy.  
In accordance to the analysis of the central bank of Kenya (CBK 2002), the 
time when the central bank of Kenya changed the ratio was mainly 
10/1/2000. During the said time the cash reserve ratio was mainly lowered 
from 12% to 10%. Hence it was clearly indicated by the central bank of Kenya 
that the commercial banks of Kenya fulfill the cash requirement ratio twice a 
month (in the middle and the end of every month). In addition to the above, 
the cash ratio requirement (CRR) is determined  mainly as average amount of 
deposits as well as the liability of the bank  with the central bank of Kenya  on 
the basis of a 15-day period mainly ending in the middle and at the end of  
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every month  to the amount of local deposits held with the bank by residents 
as well as non-residents mainly on the last working day of the penultimate  
month through the mid of each month as well as the last day of the previous 
month. 
 
6.7(3) Rediscounting facilities of the central bank of Kenya :  
 
The central bank of Kenya (CBK 2004) indicated that, the financial institutions 
can approach the central bank of Kenya for discounting the holdings of the
government paper without limit at a price determined by the bank mainly on
daily system. However, the rediscounting ratio in the Kenyan economy has
been contained mainly at 3% above the treasury bill auction ratio. The central
bank of Kenya (CBK 2000) indicated that in the Kenya financial policy, there
are two rediscounting windows, of which will be harmonized with the main
objectives of accommodation to the banking financial institutions. Apart from 
the above the central bank of Kenya (CBK 2002) as well as Kinya J.K (1992) 
have analyzed that the said windows which are available to the borrowers
within the financial industry are the  Lombard Window and Lender-of- last 
resort window. 
Killick (1981) also noted that the Lombard window allowed the financial 
institution to borrow mainly from the central bank of Kenya up to the ratio of 
5% of its paid up capital at a cost mainly equal to the interest ratio in the last 
treasury auction including 3% point. Hence the said should be in the form of 
government paper maturing within 91 days or on the Nairobi stock Exchange 
also in addition to the above the lender of –last resort window allowed the 
banking financial institutions mainly to borrow their financial funds, mainly 
from the central bank of Kenya in excess of 5% of its paid up capital mainly 
available, the Lombard facility of which may contain the higher cost at 5% 
point a above the treasury bill auction ratio.  
 
6.8 The Emerging Challenges Facing the monetary  policy of 
the central bank of Kenya  
 
The central bank of Kenya (CBK 2000) has equally noted that there are several 
emerging challenges mainly facing the monetary policy of the central bank of 
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Kenya. However the monetary objectives framework within financial industry 
in Kenya has been functioning more efficiently mainly with the inflation being 
maintained at satisfactory level, comparatively the industrial development in 
the economy as well as the financial industry in Kenya mainly during the 
previous years was very poor and weaken the thrust of employing the 
monetary aggregates as policy targets more so during the instability in the 
money supply. Comparatively in the Kenyan financial industry, the said poor 
relationship was being manifested due to high fluctuations mainly in short 
term interest ratio. 
Brough A.T and Curtin T.R.C (1981) proved that the emerging challenges facing
the monetary policy of the central bank of Kenya in relation to forecasting
liquidity mainly within every short time maintained to a constraint  to the
strong investigation of the open air market operation mainly in the emerging
monetary  policy  frame work of the central bank of Kenya,  besides that  the 
central bank of Kenya  monetary policy operation are mainly taken on the
analysis of the daily forecast of the sources of the reserve money. The factors
discouraging the said forecasts are the transaction mainly influencing the
Kenyan government accounts in the central bank. However, the transactions
mainly relating to the debt payments are manageably available of which may
not be compared with the transactions relating to the system of payment for
the goods and services distributed to the government hence the main issue is
the treasury on it’s part may not be at the position encouraging effective nature
of cash management as well as the expenditure management. Equally sound
co-operation mainly from the treasury good forecasting of the government
transactions within the Kenyan economy. In addition to the above the poor 
nature of the political environment  of the Kenya government is the there
challenges that are mainly influencing the central bank of Kenya,
unemployment as well as poverty environment is the other challenges facing
the central bank of Kenya . 
 
The world bank (1990) examines that the Kenyan government is trying to solve 
the above said problems however the problems of unemployment as well as 
poverty at it’s present stage is mainly due to the stance of the monetary policy 
or else they could have been discouraged if the monetary policy was not the 
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same. In addition to the above, due to the excessive strictness of the monetary 
policy of the central bank, the nature of the interest rate within the Kenyan 
economy have been remaining more higher of which motivated investment 
within the Kenyan economy hence increasing rate of job requirement. 
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5.9 Conclusion  
During early 1990, the period of the globe financial crisis the nature of the 
monetary policy in Kenyan financial industry changed mainly in the nature of 
institutional framework as well as the operating system and even the 
instruments of the central bank of Kenya. The analyzed changes were 
generally encourages  by sound system of  economic reforms of which were 
motivated by the Kenyan government,  equally on the other side attracted the 
system  of indirect measure mainly in the operation of the monetary  policy of  
the central bank  of Kenya. Comparatively, before the above so said reforms 
within the Kenyan economy, the monetary policy in the Kenya financial 
industry had emerged mainly under   a highly regulated economic as well as 
financial set- up mainly with un coordinated system, approach as well as the 
instruments. As it has equally been analyzed by the IMF world bank (2000) 
that the said challenges have been facing the current nature of the monetary 
policy instruments of which have been also encouraged to merge with the 
characteristic of the economic and financial conditions. Finally, the operative 
nature of the monetary policy framework of the central bank of Kenyan will be 
generally influenced by the nature of the supportive and sustainable 
encouragement of the fiscal policy nature of the government deposits, may 
also motivate the central bank of Kenya to widen it’s policy instruments to 
provide an adequate support. 
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CHAPTER 7 
  FINANCIAL SECTOR REFORMS IN KENYA: COMPARATIVE 
ANALYSIS   OF SUB-SAHARA AFRICA; 
 
    7.1        INTRODUCTION; 
 
                  Easterly and Levine(1994), clearly analyzed that in the present 
competitive emerging global economy, there has been  sound resurge of 
interest mainly on factors that generally affects the nature of economic 
growth and policies that mainly reduces the rate of poverty, hence 
encouraging  sustainable economic of growth and development  in the 
eastern and south African region,  of which has been analyzed as being a 
tragedy mainly with the East and South African  poor nature of growth 
regression negative indicating that the economy grows poorly as compared 
with other global economies even after managing macroeconomic  factors, 
more so the financial deepening as well as  exchange rate and even the 
fiscal stance. The nature of human capital formation, and even more so 
the nature of political instability of the regions; 
    According to King and Levine (1993), financial liberalization is one of the 
main determinants of SAP in various African economies. Goldsmith (1969) 
also observed that much effort has been made on the relationship between 
financial nature and economic performance of the African economies, 
comparatively there has been a great difference between the financial 
deepening, the nature of productivity as well as economic growth. Hence 
policies influencing the African financial industry have substantial impact 
mainly on the nature of the economic development in the said African 
economies. The World Bank (1994) also indicated that the policies that 
would raise M2/ GDP ratio by 10% may encourage the long- term per 
capita growth rate by 0.3%-0.4%. The financial industry is also included in 
the mobilization of the resource mainly among the savers as well as their   
borrowers and even distribution of risks and maturities. According to 
Nissanke (1995), the financial sector facilitates the rate of saving to 
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investment. The financial institution in the sub- Sahara African economies 
reduces the cost of investment mainly only when evaluated, monitored and 
even distribute funds to entrepreneurs in the region, of which generally 
encourages sound productivity as well as growth by distributing efficiency 
of intermediation and growth in the managing product of invested capital 
and also improved saving rate. 
                In addition to the above, Callier (1991) analyzed that, the role of 
the financial industry in the sub-Saharan African region plays a great role 
in the economic growth because the countries continues to be in economic 
crisis as well as the financial system  of which is underdeveloped, 
structural adjustment  plan need more reliance mainly on the private 
sector’s financing, the nature of debt problems as well as poor external 
savings requires more mobilization of local savings for investment, sound 
reform  is mainly required   if the funding system is to manage the 
difficulties of financing and even, the motivation of the international 
competitiveness calls for stable and flexible financial system within the 
sub-Saharan African.      
                 According to Mckinnon (1973)  in context to his analysis mainly 
on the sub-Saharan African economies indicated that the region’s financial 
industry reforms have been encouraged by the nature of the financial 
repression  of which has equally been due to the role of the government  
failure in motivating the improvement of the same sector. In addition to 
the above, Mckinnon (1973), show (1973), in the sub-Saharan African 
region the financial repression mainly results when the economy 
encourages ceiling on the nominal deposit as well as the lending interest 
ration mainly at a reduced real interest rate becomes a great problem in 
saving mobilization and even more so encouraging the distribution of the 
mobilized savings, also the said reduced interest rates in the  economies 
encourages  the government borrowing hence affects the saving ratio and 
even the financial intermediation of which exactly may lead to the credit  
rationing by the financial institutions generally with poor performance  on 
the quality of investment and even poor growth of the economies in the 
Sub-Saharan African region.  
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               However, Mckinnon and Shaw  (1973) commonly have analyzed 
that the large number of the financial institutions in the sub-Saharan 
African region have been facing  difficulties of the financial repression of 
which are highly  identified by negative real interest rates, a growing 
reserve requirement of which comparatively encourages high spreads, 
hence, motivating an implicitly tax on the financial  private sector, and 
influencing credit ceiling and planned credit distribution to priority sectors 
of which mainly undermine the nature of a locative efficiency in the 
economy as well as government control and management of the financial 
industry. Hence from the above, we can also learn that a high rate of the 
credit facilities is distributed to political functions rather than the 
investment on the commercial consideration of which comparatively 
encourages the growing rate of Non- performing loans (NPLs) in the 
financial institutions. Camentet et al. (1976) observed that in addition to 
the above, the sub-Saharan African region are also facing limited 
competition mainly with the government and even more so the parastatals 
being the core borrowers since they face a large ratio of deficits also the 
financial repression in the sub- Saharan has equally discouraged the 
growth and development of the capacity of the financial industry mainly in 
conducting their data as well as resource mobilization in the economies. 
 
   Apart from the above, Soyibo (1994) analyzed that the financial industry 
mainly in many sub-Saharan African economies  are generally segmented, 
fragmented and even more so  dualistic, are having very few non- banking 
financial institutions (NBFIS)  functions  on the short period , are more 
regulated with limited competition with oligopolistic domination. 
 
    Analytically, the most important part of the financial sector reforms is 
mainly the interest rates liberalization comparatively it has been 
encouraged that the interest rate  liberalization   may  increase the real 
interest  rates improve the rate of saving as well as the distribution of 
investable  resources in the sub-Saharan economies. Also on the other 
side, the productivity of investment also improves mainly as the resources 
are exactly distributed to the projects with promising rates of return. 
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Sound urbanization of the interest rate in the sub- Saharan African region 
may also attract domestic investment mainly by discouraging capital flight 
hence assists in stabilizing the economies of the regions.         
          The financial sector reform in the sub-Saharan African region also 
involve the reducing direct and indirect taxation of financial institutions  
mainly by reserve requirement and mandatory credit ceilings as well as 
sound credit distribution, discouraging  the barriers to completion in the 
financial sector mainly  by reducing the government control  through 
privatization  and motivating the domestic sector  and foreign Firms to 
participate in investment, encouraging sound restructuring  and even the 
liquidation  of solvent financial institution . 
             Hence the nature  as  well  as the depth and even more so the 
result of financial industry reforms in the economies of East and south  
African region by mainly taking into  consideration  a case study of 
Kenyan, Tanzania, Malawi  and Zimbabwe.  These economies can easily 
assist in gaining the knowledge of structure of the financial sector in the 
above regions, Kenya Tanzania and Malawi started their financial reforms 
during the year 1980s as compared to Zimbabwe of which also launched 
the same in 1991. The study is generally analyzing sector’s reform 
achievement in their goals of improving the mobilization of the financial 
resources as well as their sound distribution for investment in the 
economy 
 
  7.2    Financial institutions and financial reforms in Kenya.  
 
            The central bank of Kenya ( CBK 2000) indicated that the 
financial sector in Kenya is highly dominated mainly by the central bank 
of Kenya, commercial banks as well as the deposit- taking Non-banking 
financial institution (NBFIs). In addition to the above, the economy is also 
circumventing various financial institutions mainly operating in the 
economy. According to the central  bank of Kenya (CBK 1983) also 
analyzed that the Kenya  banking  industry has along history of the 
commercial banking industry mainly with the earliest commercial banks 
started even before 1920s comparatively during or before independence  
1963 the Kenyan government encouraged the establishment of domestic 
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managed banking institution. However before 1970s apart from the 
National and Grindlays Bank, Barclays Bank, and the Standard Bank 
other three more financial institution was established namely the co-
operative Bank of Kenya, the National bank of Kenya and Kenya 
commercial bank. Hence the latter took over National and Grindlays to 
become the largest bank in the economy. Equally during the year 1970s 
the Kenyan structure of the commercial banking industry in Kenya 
comparatively  hard been transformed mainly with two public banks 
mainly the commercial bank of Kenya of which  accounted  for more than 
35% of paid as well as assigned capital, the Barclays Bank and the 
Standard Bank of which also accounted for more than 22% . 
         The Central Bank of Kenya (CBK 2005) indicated that, the Kenya 
commercial Banking industry circumvented sound position of the four 
commercial Banks hence facing competition from other smaller banks as 
well as the deposit-taking Non-banking financial institutions. In addition 
to the above the financial  institution  supervision (2005) analyzed that  
the Kenya commercial banking industry improved since 1970s to 1980s by 
which the  number of licensed functioning commercial banks had 
increased  mainly to 24; 15 foreign owned, 3 state banks as well as 6 
locally managed private  banks  operating in the economy.  
              The financial sector reforms (FSR 2005) observed that No-
banking Financial institutions (NBFIs) are institutions that mainly 
established under the banking Act 1968. However in 1969 the number of 
NBFIs increased  to 10 of which improved in  1979  to 19 also during the  
period 1980s the above  increased to  more than  50  with the tatal of more 
than 100 braches in the urban areas  of the economy. The central bank of 
Kenya  (CBK 2000) analyzed that in 1980s the financial sector in Kenya 
experienced high growth and even between  the year  1973  and 1986 the 
outstanding credit  of  non-banking  financial  institution (NBFIs), grew to 
more than 19% comparatively and on the other side, the ratio of their 
credit circumvented to that of the commercial  bank’s credit improved from 
20.3% during the year 1973 to 52.1% in the year 1986 mainly due to 
established commercial banks as a result of difficulties in solvency in 
various non-banking financial institution  NBFIs. The financial sector 
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reforms (FSR 2005) indicated that the main reason in growth in No-
banking financial institutions (NBFIs) during the year 1980s as being, 
during the period coffee and tea boom of 1976 & 1977 of which generally 
was not sterilized with proceeds passed to farmers comparatively the 
NBFIs to distribute higher rates of interest making as compared with that 
of competitive commercial banks of which were not expose to ceiling of 
credit. However the financial institutions supervision (2004) pointed out 
that the Non-banking financial institution (NBFIs) functions in liberal 
legislative than the commercial banks. Also the 185 Amendments to the 
banking Act as well as the consolidated in 1989 and the management on 
NBFIs was more improved. 
           The central bank of Kenya (CBK 2000) analyzed that the NBFIs 
were barred from acquiring or even more so holding share capital or 
holding direct interest mainly in commercial, industrial as well as other 
undertaking cases where their financial contribution may be more than a 
quarter percent of their paid capital or unimpaired reserve and holding for 
commercial purposes immovable Assets like land               
      The financial institution supervision (FIS 2005)  examined that apart 
from  the central bank, commercial banks, and also specified Non –
banking financial institutions( NBFIs) the entire Kenyan economy has a 
large number of specialized institutions of which include ;  
 
1. 207 hire purchase companies with outstanding balances of which 
was totaling to 12% of the outstanding loans and advances of 
commercial banks. the above so said loans  a large ratio of the funds 
are mainly used purchase vehicles and household consumer durable 
goods, 
2. 10 DFIs that mainly distribute medium as well as long term finance 
of which included, 
industrial development bank, development financial company of 
Kenya, Kenya industrial estate, industrial and commercial 
development corporation, Agricultural finance corporation, national 
housing corporation , and  Kenya tourist development corporation,  
3 22 building societies distributing housing finance, 
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4 39 locally incorporated insurance companies having tatal assets 
amounted to two fifth of those of commercial banks, 
5 A post office savings Bank whose deposits as proportion of banking 
systems deposits was about 3% of which was later converted to 
commercial bank, 
6 Numerous pension schemes of which included the National social 
security fund(NSSF), 
7 4000 savings and credit cooperative societies, 
8 Nairobi stock exchange managing 55 public quoted companies,  
 
                 The IMF- world bank (2000) indicated that the Kenyan economy 
adopted financial  sector  reforms in the year 1989 of which was motivated 
by  $ 170 million world bank adjustment credit, even though the financial 
sector reforms in the Kenyan financial industry, proposal were first 
incorporated in 1990 structure adjustment plan. Comparatively, the said 
plan included; full interest rate liberalization of which was gained in June 
1991 mainly due to increased nominal rate during the previous decade. 
However the central bank of Kenya (CBK 2000) stated that during the year 
1985 the said nominal deposit rate grew by 100% and the lending rate 
grew by 50% as compared to the last lower levels. Also the Kenyan 
government accepted low –interest rate policy so that encourages 
investment. 
             According to Financial sector reforms (FSR 2005), the following 
are some of the proposed reforms; 
1. Liberalization of treasury bills market in November 1990, 
2. Setting up a capital market authority in 1989 with the main 
objectives of encouraging the development of the equities market so 
that ensure availability of long-term resources for investment, 
3.  Abolition of credit guidelines in December 1993, 
4.  Improving and rationalizing the operations and financial of the 
DFIs. 
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7.3         A   Case study of Malawi. 
           The financial industry of Malawi is controlled by the reserve 
bank of Malawi a merchant bank investment and development bank 
(INDEBANK), four DFIs two financial houses, New building society, the 
post office savings Bank, number of  insurance companies as well as  
Malawi  union  of saving and credit  society (MUSCCO) African 
Development Bank  (ADB 1994). 
                The World Bank (1989) analyzed that the two large 
commercial banks in the Malawian economy accounts for a ratio of 
80% of the deposit liabilities  and more than 50% of the tatal credit 
distribution apart from the credit of the Reserve bank of Malawi. The 
press corp. is the main shareholder of the two dominating banks in the 
Malawian economy. 
                International financial statistics (IFS 1995) observed that the 
financial resources of the above four DFI is generally circumvented 
from the government of Malawi as well as the foreign sources. Motiel 
(1994) observed that the Malawi development corporation, DFI is 
managed by the Malawi government of which functions as the 
government managed company. in addition to that the agriculture and 
marketing corporation is controlled and managed by the private and 
even some government parastatals owns   quarter of its equity also 
investment and development funds (INDEFUND) distribute its credit 
facilities in foreign exchange mainly to fund small and medium 
enterprises development organization of Malawi (SODEM) also 
encouraged the financial distribution to small and medium scale 
enterprises for the economic development.                    
       According to Bagachwa S.D.M (1994)  analyzed that the financial 
system  in Malawian economy has been repressed through managed 
interest rate, credits ceiling as well as  reserve requirement. Equally the 
reserve bank of Malawi prescribed interest rate in banks deposit, loans 
and   even government securities. In addition to the above, ADB (1994) 
indicated that solvency of the    financial system is often periodical 
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discouraged mainly due to financial problems of borrowers mainly the 
estate tobacco industry. 
   Soyibo (1994) also stated that inorder for the above so analyzed 
financial problems, the Malawian government restructured the two 
main Bank customers, big parastatals (ADMAR) and a privately owned 
national conglomerate. In addition to that, the government has also 
encouraged and motivated the nature of recapitalization of the 
Malawian economy. 
                  The ADB (2000) examined that the Malawian financial 
reforms were generally launched in 1987, by encouraging the credit 
ceiling within the economy. Villanue va D. and Mirakhor A. described 
that the tradition of setting preferential rates for the commercial banks 
lending to Agricultural industry was stopped in 1989 and the 
management on the interest rates lifted in 1990 and over the same the 
Malawian government motivated the development of Non-banking 
financial institutions (NBFIs) so that to improve the nature of 
competition in the economy. In relation to that, the INDEBANK and the 
lease as well as the financial firms have started other new activities and 
even granted license to accept deposits and issue letters of credit and 
even the banker’s acceptance and handle other merchant banking 
activities within the Malawian economy. Comparatively, the legal 
framework of the financial institutions in the Malawian banking 
industry was revised in 1989 as well as the improvement in the 
prudential regulation and strengthening of the reserve bank’s 
supervisory function. However, the reform also created the statutory 
policy to be performed mainly through discount window variation in the 
reserve requirement and encourages the open market operation. Finally 
the Malawian capital market Act of 1990 provides the legislative 
framework for the securities and equities markets in the Malawian 
economy. 
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7.4     Zimbabwe; 
 
                In 1990, the Zimbabwe financial industry had 6 commercial 
banks 6 merchant banks, 4 discount houses, 5 registered financial 
institutions 4 building societies, export credit Insurance Corporation, a 
large number of insurance companies as well as state managed 
Zimbabwe reinsurance corporations (World Bank 1994). 
   The EIU (1996) analyzed that the direct financial institutions 
included the Zimbabwe development Bank which mainly maintained its 
manufacturing industry and small and medium scale enterprises and 
Agriculture financial corporation while in relation to the above, the 
Zimbabwe stock exchange activities with shares of 60 companies 
operating in the economy. 
          The financial liberalization in Zimbabwe’s financial sector was 
established in 1991, with the main objective of deregulating the interest 
rates and even occurred   during the period of poor real economy, of 
which was compounded by strong monetary policy. According to N. 
Cube et al (1995), the Zimbabwe’s economy experienced the drought in 
1992 of which influenced the Agricultural output to reduce to the ratio 
of 24% and even the year 1993 the out put was partly poor mainly 
because the credit supply within the economy was reduced. 
  The World Bank (1995), analyzed that early 1990s the credit market 
functioning under the management procedure mainly with the 
management of the interest rate, encourages the distribution of foreign 
exchange. 
  The IMF International financial  statistics (1994) also analyzed that 
the other financial reforms in the Zimbabwe financial sector include; 
The introduction of indirect monetary policy, policies, like open market 
operations and regulatory Focus with the supervisory  power of the 
Reserve Bank of Zimbabwe being strengthened in the management of 
the money market.  
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  7.5      Tanzania. 
 
           The IMF-world Bank (1994) examined that during the year 1967 
the banks and other financial institutions were nationalized under the 
Arusha declaration, in the financial industry; the financial system in 
Tanzania was owned and managed by the Tanzania government. 
Nissanke et al (1995) mentioned that  the financial industry in 
Tanzania  was very narrow of which was comprising of the central  
bank, 3 commercial banks, 5  DFIs  2 insurance companies  2 
contractual savings institutions and 1 hire purchase company 
operating in the economy of Tanzania. 
   The government of Tanzania owned and managed a large number of 
the above said financial institution plus the three DFIs. Besides the 
above, the National Bank of commerce in the Tanzania financial 
industry was the only important commercial bank which manages more 
than 90% of the deposit liabilities of deposit-taking institution in the 
financial industry, with very small competition as well as supervision. 
    In comparison with the other East African financial economies, as 
well as the South African financial economies, the ADB (1994) analyzed 
that the financial system in Tanzania was generally influenced to 
financial repression of which was directed towards the distribution of 
cheaper credit facilities to the central government of Tanzania, 
parastatals and cooperative mainly with the bank of Tanzania acting as 
the lender of the last resort. In addition to the above, the circle of credit 
ceiling set yearly; there can be goals for the above institutions, mainly 
with the private sector smallest ratio of 5% of the credit supply in the 
economy. Besides that, the interest rate was fixed for much of time 
mainly with real rates negative up to 1988 of which declined in 1984. 
Bagachwa (1994) finds that a large number of the branches of the 
national Bank of commerce and some of the DFIs incurred a huge 
losses of which subjected to poor project selection as well as poor 
management system.  
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    The financial institution was resulted to lack of enough supervision, 
poor auditing and also the poor legal protection for debtors and 
creditors. Also the financial reforms in the Tanzania  financial industry 
started in 1984/1985 of which was intensified when the government 
launched economic recovery plan in 1986, of which was subjected to 
reduce the monetization of the deficit in the economy, discourages 
credit expansion and to direct more credit facilities to the private 
section for investment.  
                   According to ADB (1994) finds that the presidential 
commission of enquiry into the monetary and banking system in 
Tanzania was established in 1988 and even the Banking and financial 
institution Act was passed in 1991 mainly to encourage  sound 
financial sector reforms through the restructuring of the existing 
financial, so that to encourage private banking, deregulation of the 
capital market and rationalize and even strengthening the legislative 
and supervisory power of the central bank of Tanzania. There was 
sound encouragement of the private bank as well as other financial 
institutions were allowed to determine both the deposit as well as 
lending interest rates. In the Tanzania money market the tool of open 
market operation have been launched mainly the weekly auctions of 
both short as well as long-dated treasury bills mainly to absorb 
liquidity, to financial government expenditure and more so to determine 
the government rediscount rate.  
                The World Bank (1994) finds that the provision has been 
made for restructuring the existing financial institution and also for 
encouraging sound and tighter regulatory control of the financial 
industry .however the Non-performing loans were also estimated at 
about 60% of the tatal assets. Comparatively, the restructuring of the 
balance sheet started in 1991 mainly under the provision of the loans 
and advances realization trust Act (LART) with the main objectives of 
clearing the bank’s balance sheet and to collect the bad debt on their 
behalf. The world bank (1994) also analyzed that, the non-performing 
portfolios of the banks would be transferred or sold to LART of which 
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whose liabilities would be to the bank of Tanzania  and would only be 
fully guaranteed by the government of Tanzania. 
    Bagachwa (1994), indicated that inorder for the Tanzania 
government to control future mismanagement and financial crisis in 
Tanzania the bank of Tanzania of assets, provision for losses and even 
more so the accrual of interest, in addition to the above the minimum 
capital requirements to obtain a license was also increase and the 
applications were required to demonstration ability to operate more 
efficiently and profitably. Also the financial institution are also required 
to diversify so that to distribute risk and also not accepted to lend more 
than their core capital to individual borrowers. Hence ADB (1994) 
indicated that financial liberalization in Tanzania had more advantages 
like, restructuring of national bank of commerce, establishment of new 
financial institution, and also discouragement of more capital flight. 
 
 
7.6     Findings of the sturdy of reforms in the sub-Saharan African 
financial sector. 
      According to the world bank (1994) findings indicated that the 
structure adjustment program in the sub-Saharan African financial 
sector have been successful mainly in achieving macroeconomic 
stabilization as well as trade and Agricultural reforms than the 
privatization of public enterprises and financial sector reforms. 
Comparatively, relating the exact experience of most African financial 
economies mainly with the financial reforms has been that of small 
success, because of failure of real deposit rates to maintain positive role 
in the economy, due to increasing fiscal deficits.  
      The natures of interest rate liberalization as well as decline ratio of 
inflation in the economy have contributed to the elimination of the 
extremely declining interest rates. In addition to the above, the ADB 
(1994) analyzed that, the financial sector of the Sub-Saharan African 
economies are highly burdened by public sector mainly demanded for 
credit with the central government circumventing more than 30% of the 
domestic credit. The above analyzed is generally involved by 
government interference in the management of the financial industry in 
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which a great share is distributed to the public enterprise sector of 
which discourages the private sector from borrowing .Apart from the 
above, due to poor macroeconomic management accompanied with very 
slow rate of reforms mainly in the public enterprises as well as the 
financial position  of the banking industry  is very weak reducing its 
capacity to monetized the fiscal deficits more when the reforms are not 
followed by growth in mobilization of the financial resources.   
          However, according to the World Bank report, analyzed that the 
Tanzania was having sound fiscal stance during the period under 
sturdy (1987-1991) with budget deficits of less than 1.5%, Malawi had 
also fair fiscal stance mainly with the budget deficits of 1.5%- 3.5%, 
while on the other hand Kenya had a poor fiscal stance with a deficit of 
3.6%- 7.0% and finally the Zimbabwe had a very poor fiscal stance 
mainly with a deficit of 7.1% comparatively, among, the above so 
analyzed  economies of the sub-Saharan African financial sector. 
Kenya, Malawi and Zimbabwe were said to have a very fair monetary 
policy, of which was based on the degree of inflation and interest rates. 
While on the other hard that of Tanzania was said to be so very poor; 
apart from the overall analysis indicated that, Tanzania and Zimbabwe 
had a huge improvement as compared with that of Kenya and Malawi 
which circumvented mainly in the macroeconomic policy; however the 
financial sector reforms are postulated to have been influenced by too 
much government management, sound financial sector governance is 
one of the accepted conditions for progress. The above studies urge 
analytically that very small improvement in reforming the financial 
sector exactly indicates that political influences, little consensus mainly 
on how to continue more reforms of the financial industry. 
       However, the financial industry in the sub-Saharan African region, 
the reforms are postulated to be problem mainly due to influence vested 
in interests that have been influenced by high nature of the government 
intervention. In addition to the above a strong and sound social 
consensus on the call for manageable governance is accepted as part of 
development.       
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             Equally it has been recommended that, improvements in 
programmes have been launched mainly in improving the nature of 
balance sheets and recapitaling the areas where the institutional 
capacity is not strong with distressed financial borrowers. The 
launched plans were mainly based on the facts that banks could 
improve their nature of performance by discouraging bad loans facilities 
from their balance sheets and encouraging sound management as well 
as injecting sound and new sources of capital with the main target of 
improving assets up to the required international standards 
comparatively, the above said was not enough mainly due to the reason 
that the required reforms were not followed by the expected  
macroeconomic and structural changes and also the bank management 
always  faced political influence and regulatory as well as supervisory 
capacities were not enough. 
    Accordingly, the main constraints to the required successful 
financial reforms in the sub-Saharan African region included, the 
inappropriate sequencing, continued state encouragement and sound 
interference in the control and management of financial institutions of 
which has created a strong vested interests that undermine reforms 
and finally inadequate regulation as well as supervision of the financial 
industry.  
      From all the above study, which recommended better sequencing, 
there should also be sound system aiming at improving bank solvency 
that involves discouraging publicly managed banks, privatizing the 
same as it might be accepted as well as from the above, since the sub-
Saharan African region are lacking the capacity to regulate and 
supervise, the challenge is to encourage the banking industry that 
provide more caution against risk mainly improving  higher than the 
normal capital adequacy ratio, accepting more on foreign banks as well 
as reducing entry to reputable banking institutions with solid capital 
base. Villanueva and Mirakhor (1990) observed that the financial sector 
reforms in the sub-Saharan African economies have been undertaken 
in pervasive macroeconomic instability, mainly in contrary to the advice 
that postponing the eradication of interest rate regulation may be 
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appropriate until, the macroeconomic environment have been 
maintained and encouragement of sound supervision of the banking 
industry. World Bank (1989) also analyzed that sustainable sequencing 
for financial liberalization requires the attainment of stable 
macroeconomic and fiscal discipline mainly discouragement of fiscal 
deficit as well as improvement in legal, accounting and regulatory 
system for the financial sector, sound tax system that does not 
encourage discrimination of the sector, sound sequencing for capital 
inflows from liberalization does not mainly offset from liberalization. 
 
7.7 Interest rate in Kenya, Malawi, Tanzania and Zimbabwe. 
 
According to the world bank (1994) indicated in context to financial 
reforms in the sub –Saharan African region was analyzed under the 
Mcknnon-shaw framework, mainly with the examination of the entire 
financial repression, discouraging direct credit programs, encouraging 
sound accounting standard, improving legal system encouraging sound 
environment for supervisory frameworks and also continuing with 
institution building, as well as deepening and developing sound capital 
and money markets   within the sub-Saharan African economies. 
    The international financial statistics and the World Bank (1995) 
analyzed that the above examined was postulated mainly to be the 
main objective and the right direction for improving the interest rate in 
the sub-Saharan African economies. In addition  to the above, 
according to Mcknnon-shaw (1995) indicated that the reforms carried 
out by the four  sub Sahara African economies under investigation 
indicated a varied analysis comparatively entailed interest rate 
liberalization and sound bank restructuring and liquidation. 
Mwega et al (1990) observed that the private saving circumvented 
important growth real interest elasticity not encouraged by economic 
theory or empirical evidence. However high real interest rate contains 
some effects on private saving in progressive growth, also they have 
substituted discouragement in which savings grew as consumption is 
discontinued to the future. Here the savers improved current 
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consumption mainly at the expense of savings is discouraged. In 
addition to the above , Mcknnon –Shaw (1995) report analyzed that, 
growth in the real interest ratios encourages a change in the nature of 
wealth portfolio mainly from non-financial assets of which encourages 
the system of financial intermediation   in the sub-Saharan  African 
economies. 
The African Development Bank (ADB 1994) observed that within the 
sub-Saharan African economies the real interest rates has no impact 
on the aggregate, private saving ratio is not encouraging, the growing 
rate on investment within the African economies. 
However, Nissanke et al (1995) examined that an adoption of financial 
liberalization policy has not been enough mainly to encourage sound 
response in the nature of growing savings mobilization and 
intermediation mainly through financial system as well as  a wider 
spreader  of financial services and even more so the growing investment 
by the private sector  in the sub-Saharan African economies. In relation 
to the above, Oshikoya (1992) also in context to the above, shows that 
there is no any importance for the Kenya after managing for various 
factors. Bosworth (1993) observed that, savings circumvented 
traditionally a low rate within the nature of sub-Saharan African 
regions as well as the nature of savings within the economies follow an 
economic growth, hence the main issue is not forcing the rate of 
savings within the regions but on the other side encouraging 
sustainable environment of which indicates growing accumulation and 
sound resource utilization and an increasing economic growth. Hence 
the domestic savings are highly correlated mainly within investment in 
the sub-Saharan African region. 
Levine and Renelt (1992) in addition to the above, there studies 
suggested that the investment rate is one of the most sustainable 
determinants  of sub-Saharan African regions  economic growth, 
besides that, Zimbabwe, generally circumvented a growing savings 
ration, the same case applies to Tanzania. 
Mwega (1995) observed that the nature of average savings rate mainly 
in Malawi and Tanzania are very low exactly below the sub-Saharan 
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African (13%). Comparatively the same downfall in Kenyan economy 
was mainly caused by a reduction in the ratio of public saving. Then in 
the Kenyan economy there has been sound improvement in the per 
capital income mainly during the liberalization era of which was 
attributed to both the external factors as well as the improvement in 
the investment policies within the economy, hence the said per capita 
income growth rate is from negative level to of which has made the 
foundation for the long term investment to be very fragile with the sub-
Sahara African economies   apart from the Zimbabwean economy of 
which was not experiencing sustainable growth in real per capita 
income within its economic region. 
 
7.8 Savings, investment and growth within the Sub-Saharan 
African economies.  
 
The World Bank (1995) analyzed that the nature of financial 
liberalization in the sub-Saharan African economies is very much 
important. Nissanke et al (1995) also observed that the effect of 
financial liberalization in the sub-Saharan African economies indicated 
a positive impact on the financial savings within their economies. 
Lipumba et al (1990) indicated that there was sound and important 
relationship mainly between real deposit interest ratios as well as 
savings while on the other hand Chipeta and Mkandawire (1992) their 
study indicated that the said relationship mainly for Kenya and Malawi 
did not exist. However, during the period 1987-1993 the financial 
liberalization mainly for M2 as well as the above said deposit in other 
financial institutions within the sub-Saharan economies as a 
proportion of GDP of which must be taken as a measure of financial 
deepening. 
 
  7.9    The rate of financial deepening in the sub-Saharan African 
economies. (Kenya, Tanzania, Malawi and Zimbabwe). 
The International financial statistics (1995) observed that the rate of 
the M2/GDP indicated a declined trend in Tanzania and Zimbabwe 
while in the case of Kenya and Malawi the M2/GDP rate indicated an 
 301
increasing trend. Comparatively, as it was analyzed by the World Bank 
in (1995), that there is no definite structure mainly on the effect of the 
financial liberalization policies on the nature of financial deepening in 
the above analyzed sub Saharan African economies. Analytically, the 
above so analyzed does not   change when the deposit in the banking 
industry are involved apart from that of Zimbabwe in which the rate 
improved over the same. Hence the share of time as well as savings 
deposits to tatal deposits mainly in the deposits banks grew in the 
Kenyan baking industry from 59.3% to 65.4% while that of Tanzania 
improved also from 42.4% to 47.1%. Apart from the above, in the case 
of Malawi, the ratio of time and savings deposits to total deposits in 
deposited money banking declined from 66.9% to 63.1% and also that 
of Zimbabwe declined   from 60.8% to 56.9% during the period ended 
1980-1993. In relation to the above, Chipeta and Mkandawire (1994) 
observed that the commercial banks in the Malawian, banking 
industry, accepted the a adoption of a policy of lower interest rates  
mainly on longer terms  deposits as compared to shorter term deposits. 
Nissanke et al (1995) in their study indicated that the banking system 
grew during reforming era mainly when loans-deposits ratio grew to 
130% from 84% in the year 1989-1991. However, the study clearly 
indicated that the stabilization policies pursued in this period improved 
the credit distribution mainly to private sector, except in the case of 
Kenyan banking industry where the political situation in 1992 resulted 
to high rate of the government expenditure of which equally resulted to 
budget deficit in the Kenyan public expenditure. 
 
7.10 The distribution of Domestic credit by the monetary system 
in the sub-Saharan economies   
Mwega (1995) analyzed that the borrowing and liquidity contracts in 
the Sub-Saharan African economies are generally pervasive, this means 
that the nature of investment mainly depends on individual borrowing. 
If the banking financial institutions are not willing to lend their credits 
due to uncertainty of the future incomes, individual who would like to 
borrow with the main aim of improving the rate of consumption can not 
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be willing to borrow. Comparatively, if the borrowing constraints are 
generally not stringent, then the current consumption in the Sub-
Saharan economies will grow and the saving will decrease over the 
same time. 
The IMF World Bank report (1994), the international financial statistics 
(1995) in context to the above, analyzed that the financial reforms in 
the Sub-Saharan African countries (Kenya, Tanzania, Malawi & 
Zimbabwe) mainly by easing the system  of borrowing  constraints  as 
well as reducing the  uncertainty of the nature of future income 
discourages the degree of private savings as well as reducing  the  
uncertainty of the nature of  future  income discourages the degree of 
private savings as well as investments and the ratio of economic growth 
. In addition to the above, if the said nature of reforms in the Sub-
Saharan African economies improves the nature of income and 
encouraging the quality of  the same is employed in raising the cash 
and foreign-asset reserves of which are being held by the institutions. 
Stiglitz and Weiss (1981, 1989 and 1993) also analyzed that the 
liberalizing interest rates may not discourage credit rationing for 
instance; of credit facilities to borrowers mainly at the prevailing 
interest  rates or even  more so  restricting  loan facilities to the 
accepted level. Due to poor information system mainly between the 
lenders and borrowers, the nature of growing rates may not encourage 
more risky projects, discourages the portfolio of financial industry as 
well as growing   cost of managing the loans. In addition to the above, 
the lenders may employ the interest rates as a mechanism mainly in 
discouraging the quality of loan portfolio  instead  of improving and 
clearing the loan economic conditions mainly by encouraging sound 
investment in less risk or risk free projects within the economies. 
From  the above, Stigitz, (1981) argue that the system of market 
failures of which are more specific  mainly to the credit  market  
conditions of which may comparatively conclude  a contrary  finding to 
that of Mckinnon –show. Hence high real interest ratio shall aggravate 
the problems of adverse selection and the moral hazard. Equally, more 
so financing the said may discourage the industry mainly if they are 
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induced to distribute the credit facilities at the growing rates so that to 
be more profitable, hence, ignoring more risk than the normal financial 
practices would warrant over the same. Also more adverse selection 
take effect mainly when borrowers within the investment projects that 
are viable at better risk are not motivated mainly in circumventing 
credit as well as encourages the borrowers who are investing in those 
projects with higher  returns and even more so having a higher rate of 
risk. comparatively, the growing risk default mainly to financial 
institution, may exactly affect the nature of gains from higher interest 
rates, on the other side, the moral hazards mainly grows when the 
borrowers improve the credit repayment default ratio as interest rate 
increases. Hence in relation to the above, the financial industry may 
exactly accept not to improve  the interest rate when its demand grows 
so that to influence the behavior of the interested sound borrowers as 
well as the investment system so that to improve the expected return 
on the portfolio. 
  However Nissanke et al (1995) indicated that due to poor information 
distribution among the lenders and borrowers, credit rationing can 
exactly persist even with the sustainable environment of financial 
liberalization, mainly on financial accounting for the pervasive 
incidence of financial institution of which are having more reserves and 
liquidity. Also indicated that the above analysis is more in the case of 
poor developing countries more so in the case of sub-Saharan African 
economies in which the nature of the information distribution among 
the debtors and the lenders is not so sound. 
Villanueva and Mirakhor (1990) also argue that with the efforts mainly 
to improve collateral of which are expected to improve associated with 
riskier borrowers, its employment to   a large extent does not overcome 
these the said difficulties but discouraging the distribution  of the 
credit facilities  to the better –off socio-economic group in the sub-
Saharan African economies. Comparatively, deposit insurance to 
discourages the risk and stabilize the financial system, hence 
exacerbate the said difficulties because of moral hazard mainly on the 
part of financial institutions of which are involved in  investing in more 
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riskier investments with higher returns according to the guarantee of 
deposits.  
Lipumba (1994) analyzed that the financial economies are mainly 
implemented as part of conditionality as part of conditional ties of 
global financial institutions of which may be time inconsistent, here 
what happen is that when the ratio of uncertainty on weather the sub 
Saharan African government are exactly the true liberalizer or not are 
the said governments in the position of favoring of temporary reforms 
within the banking industry of their respectful economies. 
Comparatively the sub-Saharan African government may at the same 
time decide to adopt the expected program aid of which may result to 
total management. The intermediation process hence reducing some 
effects, mainly on private saving in the sub-Saharan African economies 
(Kenya, Tanzania Malawi and Zimbabwe). However the share of private 
consumption to GDP in the sub-Saharan African economies also grew 
over the same during the period. According to Schmidt-Hebbel et al 
(1992) employed the beginning of period more balances as an indicator 
of the stringency of the borrowing mainly so that  to analyze the nature 
of household saving. 
 
 
 
7.11 Consumption in the four sub-Saharan African economies 
(Kenya, Tanzania, Malawi and Zimbabwe). 
The World Bank (1995), examined that, a high interest rate policy may 
be stagflation by increasing the cost of working capital as well as by 
reducing real wages, aggregate demand and investment. Also the 
African Development Bank (ADB 1994) indicated that the high interest 
rate can encourage capital inflows as well as an overvaluation of the 
real exchange rate, can also discourages as well as worsen the budget 
deficit mainly by encouraging the cost of debt service and even 
increasing bank losses, distress of financial system due to poor loan 
services, poor borrowing with the motives of settlement of interest on 
previous loans instead of financing the working capital. 
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From the above analysis it is clear that the financial liberalization may 
not improve the nature of financial intermediation as well as portfolio 
selection as well as the investment and productivity of the capital. 
Wijnbergen (1983) observed that a growing financial  services can also 
be at the cost of informal financial sector, of which exactly affect the 
supply of credit mainly as the informal sector is  more efficient and  
even more experiences discourages reserve requirements. In relation to 
the above, Buffy (1984) argue that in the sub-Saharan African 
economies, financial savings need not be interest elastic and even if 
they are, shall not be exactly translated to increased credit to the 
private sector. 
Apart from the above analysis, the poor nature of credibility in the sub-
Saharan African economies causes a poor impact mainly on the 
suitability of the   financial reforms mainly by discouraging the stability 
of savers as well as the investors until the financial industry is being at 
the position of solving the same uncertainty. 
Nissanke et al (1995) argue that the move taken in intervention as well 
as liberalization  policies indicated that the liberalization policies 
examined that while financial  repression have discouraged the 
development of  financial sectors  in the Sub-Saharan African 
economies, the financial repression as well as the  directed credit 
schemes encouraged by the nature of imperfection information 
distribution have generally been perfectly employed to encourage 
economic growth and transformation the role of economies. Hence it is 
clear that the role of the sub-Saharan government in the financial 
industry in planning while looking into consideration the banking 
industry and other aspects in planning and distributing reforms while  
considering the credibility of policy environment and encouraging the 
rate of financial reform in the region. Comparatively, not all the sub-
Saharan African government which involves in the financial industry is 
un- successive mainly during the period there market failures and the 
imperfection nature of the information, the information asymmetric, the 
externalities as well as the economies of scale and scope. According to 
Mackinnon show, the financial reforms accepted included, ignore rural-
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urban dichotomy and the need to extend financial  institution  to rural 
economies like that of the Sub-Saharan  economies  not taking  into 
consideration the difficulties of credit distribution mainly by household 
as well as small and medium sized  enterprises of which are not 
accepted by the formal sectors of the economy, clear  focusing and 
planning on credit economies and market to the neglect of  capital 
market and finally not taking into consideration the informal financial 
sector of the economies of which in comparison may be larger than the 
formal sector. However, the said failures may be engulfed by an active 
role for the sub-Saharan African governments in the financial market. 
In addition  to the above the African development bank (ADB 1994) also 
suggested that  a well  developed financial industry has to contain the 
process of deepening  and even raising the ratio of savings and  
investments, sound productivity of capital and sustainable growth of 
the out put hence the African development bank observed that the 
monetization of the economy, the development of sound commercial 
banking system in the economies mainly with sound  central banking 
supervision, the development of other financial  intermediaries  with 
the sub-Saharan African economies of which mainly included the 
sound management of suitable capital market system within the 
involved economies and finally ensuring most favorable integration of 
the formal as ell as the informal sectors of the economy of the sub-
Saharan  African economies. 
In the Sub-Saharan African economies, (Kenya, Tanzania, Malawi and 
Zimbabwe) requires wide range of financial intermediaries mainly 
between the saver and the investors with various needs and time 
period. In addition to the above, suitable and sustainable development 
banks of which may encourage the lending sector of the economies 
mainly where the risk are  more pronounced that the commercial  bank  
are willing to lend, active government interventions are required mainly 
to encourage the growth of the capital market mainly by launching 
suitable  tax policy of which are not discriminating the equity financing, 
plan of  an appropriate legal frame work  for the share operations and 
regulations on the minimum informational  standards  in the sub- 
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Saharan African economies. The African  development  bank (ADB 1994) 
encouraged that apart from the formal financial  sector reforms in the 
sub-Saharan  African economies as well as the launching of the 
financial  liberalization plans during  the period  1980, of which has 
been  attributed  to poor access of  rural economies to formal financial 
institutions, the  institutional  barriers  to use of  these institutions.  In 
addition the informal sector of the economy contributed much to the 
formal sector of the financial industry. The nature of structural 
adjustment within the sub-Saharan African economies, have 
discouraged the supply of credit from the formal sector mainly by 
leading to a substitution to the informal sector. 
Sound policies are therefore required to distribute sound connection 
mainly between the formal as well as the informal financial sectors so 
that to maximize their comparative advantages and specialization. The 
African development bank (ADB 1994) observed that the ever growing 
interest rates charges mainly in the formal sector of the economy add to 
costs and to debt of which may reduced if the said informal sector may 
be exposed to more competition from the formal sector mainly for funds 
so that to utilize the law cost transactions as well as distributing 
mechanisms to guarantee loans mainly from the informal sector and 
give insurance against risks. 
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 7.12    Conclusions  
Much effort has been made mainly to improve economic performance in 
many Sub-Sahara African economies, have adopted structural 
adjustment programmes since 1980’s. The main aim of this study was 
to analyses the nature and extent as well as outcomes of financial 
sector reforms in the sub-Saharan African economies mainly based on 
the case study of Kenya, Tanzania, Malawi, and Zimbabwe. 
The study analyses whether the financial sector reforms have achieve 
their main goal of improving and increasing the mobilization of 
financial resources and there efficient allocation for industrial 
development. After a detailed analysis of the financial institutions and 
financial sector reforms implemented in Kenya, Tanzania. Malawi and 
Zimbabwe. 
The study mainly analyses various reforms and its outcome. The study 
postulates the major constraints to successive reforms in sub-Saharan 
African economies are in appropriate sequencing, continued 
government involvement and interference in the management of 
financial institutions as well as inadequate regulations and supervision. 
This analysis has several issues which have been raised while taking 
into account various factors such as assessment on the basis of various 
financial reforms from those of other structural adjustment policies. 
The main issue is to the extent to which it is acceptable as well as 
appropriate to undertake the said reforms in the context of pervasive 
micro-economic problems mainly contrary to the conventional advice 
that micro-economic stability and bank supervision should be 
strengthened before interest rate regulations are completely 
discouraged. 
The other issue as it pertains to the world bank (1993/1994) 
assessment of financial reforms in the Sub-Saharan African economies 
was analyzed to the extend within the  Mckinnon –Shaw framework. 
Comparatively, the analysis does not exactly analyze or address it’s self 
adequately to the basic problems of the above said issues. In addition 
to the above, the World Bank analysis highly ignores or does not 
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adequately incorporate other analytical networks mainly in the 
character of economic agent in the credit market.  
Fiscal reforms in the Kenyan economy, by easing the nature of 
borrowing constraints and lowering uncertainty of future income 
sources, may discourage private savings, investment and ultimately the 
rate of economic growth. In relation to the above the share of private 
consumption to GDP improved in all the above said sub-Saharan 
African economies except that of Zimbabwe. 
The neo-Structuralists also analyses that increased interest rate policy 
may be stagflationary by increasing the cost of working capital and by 
reducing real wages, aggregate demand and investment, may induce 
capital inflow  and an over valuation of the real exchange rates, with 
the consequent Dutch effect may discourage the budget deficit by 
increasing the cost of debt service , and may increase bank losses and 
the distress of the financial system as the customer become unable to 
service loans, lending to curtailment of bank credit as well as an 
increase in financial  savings may also be at the expenses of informal 
financial sector. 
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CHAPTER 8 
 
TIED AID AND INDUSTIRAL DEVELOPMENT IN KENYA  
(CASE STUDY OF SUGAR INDUSTRY)  
 
8.1 Introduction 
 
           World Bank (1983) analyzed that for many years the Kenyan 
economy has been receiving foreign aid more especially for agriculture 
and infrastructure sectors of the economy. Hence a part from the 
above, a spectacular opportunities have been missed mainly for 
localizing the sources of inputs for projects development in the 
economy. DECD (1982) observed that the skills and installed capacity 
available locally to produce a large number of imported inputs. However 
my study is generally focusing the destiny of the impact of foreign aid 
on the economic structure of the Kenya economy. In addition to the 
above, the broad issue of the economic repercussion of Aid  as well as 
the long –term technique required to discourage  the ratio of 
dependency and even more so accelerating the rate of development, 
here also  my study is analysis the technique in which the Kenyan 
government is employing in negotiating for foreign Aids. The following 
examination of case studies are presented to illustrate the nature as 
well as an in depth negotiation for Aid can sustainably encourage the 
demand for certain domestic industrial output in Kenya.  
 
8.2  TIED AID’S IMOPACT ON THE ECONOMIC STRUCTURE OF 
THIRD WORLD COUNTRIES  
             DECD (1982) clearly observed that a large ratio of the 
development assistance to developing  economies is tied of which should 
be  employed mainly in purchasing  goods and services from the donor 
economies of which is exactly  causing difficulties  situations more 
specifically to the developing economies, like extra costs as well as lower 
local production  rate. However, the foreign donor countries exactly tie the 
source of input and service purchased with the foreign aid so that to 
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minimize the negative effect on the balance of payments in the poor 
developing economies to control the practices   of other donor countries 
who also tie aid, to ensure the utilization of the available industrial 
capacity in the donor country and to dispose  of the surplus, to create  
more  employment opportunities mainly in the donor countries also to 
initiate the penetration of the reception countries demand by the donor 
countries  corporation as well as minimizing  the cost of giving aid. 
According to world bank (1983) and Wightman (1971) indicted that the 
united states of America started practicing the tradition of tying aid in 
1950’s  as well as 1960’s  with the main objectives of discouraging the 
balance of payments mainly drawn on it’s ratio of gold reserves. In relation 
to the above, other countries also started to promote exports or to prevent 
the pre-emption of foreign markets mainly by aid tying system. Equally 
apart from too much costs of tied aid for recipient countries, the nature of 
bilateral Aids is normally tied.  
                 Hence the development assistant committee countries had 
untied bilateral development loans to allow some procurement mainly in 
developing economies as it has been analyzed by Kappagoda (1978). 
Comparatively, DECD (1982) indicated that during the year ended 1981, 
more than 54% of he grants and more than 72% of the loans mainly from 
the United States of America were tied in nature, while 17% as well as 
13% were partially tied. On the other side, 78.3% of grants and 72.4% of 
loans from Britain were tied also 1.4% and 2.8% was partially tied.  
                  Hamilton (1976) clearly analyzed that during the year ended 
1975, the united kingdom improved the conditions of tied Aid mainly by 
loosing it so that it encourage the recipients economies to purchase from 
economies that had a per-capita  income  US Dollar 200. In addition  to 
the above Kappagoda 1978 also indicated  that the poor economies 
normally are not  having  enough capacity to manufactured commodities 
or even more so, the capacity to design and build more firms as well as 
processing industries the Hamilton identified that the Aid from the untied 
kingdom  is exactly tied in nature . Then the developing economies may 
not be bale to buy inputs or capital mainly from other developing 
economies. Mahbub Ul (197) also analyzed that when said foreign aid is 
 319
tied the recipient being the developing economies always pays high prices 
as it may be compared with the global prices mainly due to the donor is 
exactly a high cost producer, in addition to the above, the supplies from 
the donor economies can always change monopolistic price mainly when 
Aids is tied due to change in the nature of the competition from global 
economies. For example when he was examining the Pakistan projects 
development the average expenditure in the form of costs were having a 
ratio of 51% more than they could have to be in the competitive 
economies. According to world bank ( 1983) reported that the world bank 
loan in 1980 of US & 450 Million mainly for rural electrification banks 
insistence  than the Indian  government should recognize the Canadian  
loan offer  tied to the buying of aluminum rods from Canada. However, the 
Indian government had refused this on the sense the cost of the rods was 
45% more than the controlling market price and that it would therefore be 
easy and not costly for the Indian government to borrow from the open 
market. Similarly, the Indian business paper the economies 1981 
indicated the same issue also by adding that the world bank had called of 
project analysis  that it’s the said foreign Aid requirements were not 
exactly properly tied up. In relation to the above, Yasin 1982 also indicated 
that  the average  cost of aid tying in Sudan economies was more than 
92% for the projects to be implemented.  
   Haytermand Watson (1985) observed that those economies which receive 
foreign Aid normally are exactly a ware of the difficulties of Aid tying but 
they recognized it mainly due to, they need foreign Aids mainly for projects 
development. Similarly those economies which are foreign aid recipients 
must also increase the ratio of foreign Aid mainly by accepting to increase 
the value of the imported components of the project development. 
However, we may accept that the nature of mobilizing the domestic 
financial resources mainly for the public expenditure is exactly a hard 
exercise for the developing economies like Kenyan economy. 
    Carty and Smith(1981), Hamiliton (1976) and the world bank (1983) 
indicated that the domestic finance always is the  problem  of the projects 
comparatively it is very much encouraging for the developing economies to 
employ the imported goods  and   services than the domestic, similarly 
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those projects with high development effect while holding low import 
advantages should be replaced by projects low development effect while 
circumventing higher import contents, hence the analyzed above is 
encouraging the sense of bias in the industrial manufacturing sector. 
           The world bank (1983) and white (1984) reported that the world 
bank’s tradition is to exactly specify that fixed ratio of credits may be used 
for the domestics expenditure encouraging the recipient economies a free 
foreign exchange to protect the indirect extra to import demand 
encouraged by the cost of the project. Hence here we may say that the size 
of the import products that determine the nature of the credit facilities. 
Tender (1975) analyzed American Aid to Brazil  of which was mainly used 
for the construction of Hydro- electric power plant by the Brazil 
government had already decided to construct a 250 mega watt hydro 
electric  power plant mainly in two different  phases of which was likely to 
take 125 mega warts each within the duration of seven years each. 
Comparatively, he observed that the said American Aid encouraged the 
Brazilian was also encouraged to buy turbines from the American even if 
both turbines from the Americans and even the generator could have been 
manufactured in Brazil. However, the steps that the Brazilian government 
took in importing the said turbines discouraged the Brazilian the 
opportunities of encouraging the developing of its technological capacity as 
well as the required experience. Besides the above, the above analyzed 250 
mega a watt of which was a decision for seven years but it took the 
Brazilian government five years incurred   more costs. 
              Grya (1971) examined that the limited nature of foreign Aid to 
fund the use of domestic skilled labors as well as domestically 
manufactured products discouraged the development of diverse industrial 
sectors mainly in the under development economies. 
 
8.3 AID NEGOTIATIONS IN KENYA 
 
           An aid negation in Kenya is generally under the department of 
external Aid in the finance ministry of which is dealing with the donors 
bilateral, multilateral donors. The above said bilateral donors accounted 
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for more than 60% as well as multilateral donors more than 37% of all 
distributed grants and loans to Kenyan economy’s it is indicated    below. 
 
Table 105 
Development assistance to Kenya  
 
 
 Number of 
Organizations 
Grants Loans  Total  % 
A on going aid 
commitment as 
at June 1984 
million of Kenya 
pounds.  
     
Bilateral  25 757.1 625.5  1382.7 59.5 
NGO’s  3 16.4 .6 16.9 0.7 
UN system  12 63.0 3.8 66.9 2.9 
Multilateral  8 56.3 800.3 856.7 36.9 
Tatal  48 892.9 1430.2 2323.1 100.0 
B. Aid 
commitments by 
sector % 
     
Agriculture   23.2 13.9 17.5  
Natural resources   2.5 3.6 3.2  
Health and 
population  
 10.7 4.8 7.1  
Energy   9.8 13.9 12.4  
Education 
training and 
social services  
 3.4 5.8 8.7  
Industry and 
private  
 4.0  4.8 4.5   
Water and Urban   7.3 19.3 12.4  
Infrastructure   9.9 31.1 23.0  
Macro economic 
planning and 
research  
  2.4 21.2  
Multi sector   12.0 .3 4.8  
Total   38.4 61.6 100.0  
 
Sources; Kenyan government 1985 
 
 
 
      From the above table 38% of the foreign Aid into the Kenyan economy 
was given as a grant while the rest was given as loan of which most of the 
grants into Kenya were bilateral, in addition to the above, the 
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multinational organizations accepted to lend to Kenyan government rather 
than grants. 
    The Kenyan government is always aiming at not encouraging the foreign 
aid that is encouraging the political dominance of the assisting countries. 
Edward (1968), Holthan and  et al (1976) clearly observed that, the 
projects were often  tailored to donor needs while on the other hard those 
projects which are very much important to the Kenyan government mainly 
for development reasons are rejected by the donor countries.  
 
8.3 Tractor and sugar factory in Kenya. 
 
     The nature of Aid-tying to Kenya not only increases the cost of the 
equipment which are supposed to be acquired by the Kenyan government, 
but also the Kenyan government can also get an inappropriately or poor 
designed equipment from the donor countries. The said nature of the 
increased cost and at the same time inordinate the exact funds charges of 
which maybe followed by poor equipment of which can discourage the 
development of the project mainly due to poor liquidity. Coughlin (1986) 
analyzed that the Kenyan sugar factory Nzoia, of which all the consumed 
equipment come from France  including tractors as well as generator, 
turbines was generally highly priced of which burdened the factory, hence 
discourages the expected annual sale revenue. Also the Nzoia sugar 
factory was also poorly planned. According to Coughlin (1986) the Nzoia 
sugar factory was supposed to crush more than 2000 tones of cane per 
day, but the factory cannot be able to attain the imbalance mainly in 
between sections is also the other contributed factor. 
               Various researchers have generally  reported that,  for the 
Kenyan government to be debited, in relation  with the acceptance of the  
Nzoia factory, the France managers crushed the  canes for more than 36 
hours  mainly at the rate  of 2000 tones of sugar cane per day, this was 
achieved only by jammed juice processing in such away the France 
managers frauded  the Kenyan government by calling the process as 
successful demonstration  of the plant’s capacity as it was agued by the 
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French managers.  The above fraud was at long last reported by the middle 
level African managers. 
 
 
8.5 Steel.   
 
    The world bank annual report (1983), observed that the Kenyan 
government entered into the negotiation with the china to invest in the 
large new sports stadium as  well as a complex in anticipation of all –
African games, by which the Kenyan government accepted with the china’s 
investors that all the required materials were to be imported from china. 
However, a large ratio of consumed materials were purchased locally.  
  Coughlin (1985) also analyzed that a large ratio of domestic producible 
items were purchased from china. However for such a large order of 
importation was exactly equivalent to two months local mills production. 
Incase of the quality   of steel, the said Chinese constructors could have 
generally recognized to import steel billets mainly of assured quality. 
Hence encouraging the hot-rolling in the domestic industries so that to 
avoid the discouragement of the domestic steel millers. 
 
       8.6 water pipes.     
 
    Under the ministry of water development, the Kenyan government has 
launched various water development projects in the rural areas. 
     Even though the Kenyan government is financing some of the projects, 
the greater Nakuru water supply is financed with the French Aid of which 
is executed   exactly by the France contractors.  
    The World Bank (1983) observed that the needed water pipes for the 
said imported from a manufacture mainly in France, also the Kenyan 
government import water pipes for the rural water development projects. 
Mwangi (1984) indicated that there are several factories with the required 
capacity mainly to manufacture other plastic and steel pipes of which are 
running at the capacity of more than 35% as well as that of steel is 13% 
capacity utilization. Hence, in relation to the above, Coughlin (1985) 
analyzed that the Kenyan government could have encouraged as well as 
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motivated the locally manufactured consumption then Kenya would 
benefit if pipes were manufactured locally and just the steel inputs 
required could have been discouraged from being imported. 
 
 
8.7 A new negotiation tactics  
 
     In the present emerging global economies of which have been 
influencing the poor occupying developing economies to carry the burden 
of balance of payments mainly to expensive nature of imports, it will be 
exactly of great importance for the developing economies to employ new 
different negotiation tactics for the foreign aid mainly with the target of 
improving the local sourcing the inputs, mainly required for the assisted 
project development. Coughlin et al (1988) indicated that the Kenyan 
government could seek to persuade the foreign donor to accept the aid in 
receiving economies   mainly to channel the project aid funds to purchase 
various products even though the products may be related to the project 
or not from the donor countries. Hence in relation to the above, the receipt 
economy may accept to import products from the donor countries. Hence 
in relation to the above, the receipt economy may accept to import 
products from the donor may be of which the recipient does not 
manufacture. In addition to the above, the recipient economy may wish to 
channel trade may be from the established sources as well as by selecting 
from various range of the choosing only the products available with more 
cheaply prices. Then in relation to the above being funded by foreign aid, 
the said imports may exactly free foreign exchange of which comparatively, 
would have been purchased from the same hence the foreign exchange 
given would even as put their own understanding as well as acceptance 
would be used mainly to finance the local manufacture expenses including 
the expenses of the foreign materials required to manufacture for the 
domestic project. Comparatively, the foreign aid would become more partly 
untied in nature as the products and even source remain tied to specific 
projects. The developing economies can only gain and the donors can not 
loose unless the trade diversion can not indicate higher prices as well as 
the domestic resource cost mainly after weighing the normal law 
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opportunity cost of employing local labors and the under employed 
domestic manufacturing capacities hence this will encourage the 
developing economies to earn more foreign exchange and improve the job 
creation. 
 
8.8 Sugar Industry in Kenya 
 
In the Kenyan economy, Agriculture is a dominating sector of which is 
contributing for more than 24% of the country’s gross domestic product. 
According to the Economic survey (2000), the Agricultural sector is the 
Largest of which is contributing a great ratio of foreign exchange mainly 
through the export earning from Tea, Coffee as well as Horticulture. 
Agriculture generates Employment and even live hood to a large number of 
people in Kenya. Comparatively, more than 75% of the Kenyan 
populations are either directly or indirectly depending on Agriculture. 
According to the Kenya Sugar Board (KSB 2003) indicated that the sugar 
industry in Kenya can be traced back to 1922 when the first sugar 
industry was established in Kenya. The international sugar organization 
(ISO) reported clearly that the sugar industry in Kenya supports more than 
five million Kenyans of which comparatively represent more than 16% of 
the whole Kenyan population. In addition to the above, the sugar cane 
growing in Kenya is the main source of generating income to more than 
150,000 share holders. Equally more than 85% of the total cane supply to 
the sugar industry in Kenya is mainly coming from the small scale 
farmers. The economic survey (2000) also in context to the above indicated 
that the refined sugar is an essential source of raw material in food 
processing, beverage manufacturing, soft drinks as well as the 
Pharmaceutical production. Also cane tops as well as molasses are 
important dietary supplements for livestock. On the other side molasses is 
used as raw material in manufacturing pharmaceutical, alcohol and other 
beverages. The Kenya Sugar Board (KSB 2004) observed that in the 
present, Kenya sugar industry produces about 70% of her local sugar 
consumption. Equally the sugar production in Kenya has improved from 
384,171 tonnes in 1995 to 448,489 in 2003.In relation to the, the rate of 
consumption also has improved from 560,000 tonnes the year 1995 to 
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691,563 tonnes in the year 2003. However, in case of any deficit in the 
sugar production it is met mainly through the imports. In the sugar 
production in Kenya, there always exists a potential for the Kenya to 
become and also maintain self-sufficiency in sugar production and also 
produces surplus amount for export. In the Kenyan sugar industry, the 
ministry of Agriculture circumvents the whole responsibility for the sugar 
industry growth and development in Kenya. On the other side, it also has 
its representatives in the board of directors of all the sugar industries. The 
Kenyan government bodies mainly like the Kenya Sugar Board (KSB) are 
also involved in the policy formulation and implementation. Kenya sugar 
board (KBS) advises the Kenyan government mainly in promoting the 
aspects of producing, processing as well as marketing of sugar cane, sugar 
and even the molasses. Apart from the above, Kenya sugar Board (KBS) 
advises mainly on pricing as well as the necessary legislation for the 
industry. Sugar cane, in the Kenyan economy is mainly grown on fairly flat 
regions in the western, Nyanza and coast provinces region of Kenya. 
Kenya Sugar Board (KBS 2000) indicated that, early on before 
liberalization, the marketing of Sugar was done by Kenya National Trading 
Corporation (KNTC) mainly on the agency basis. However in the present 
times, with the emerging of liberalization, the sugar factories are free to 
market their sugar mainly through the appointed distributions and 
wholesalers. In the said marketing of sugar in Kenya there are now more 
than 5000 private wholesalers who mainly buy sugar directly from the 
processing factories The world trade organization (WTO 2001) examined 
that the growth and development of the sugar industry is very much 
important to the Kenyan economy development since it ensure sustainable 
growing income as well as employment to the rural people mainly the 
small –scale producers. The Kenyan government has been making 
considerable  efforts mainly in promoting the growth and development of 
the sugar industry  through a systematic nature  of reducing tariff, 
discouragement of the price controls, hence freeing constraints in the 
market and the imposition of duties mainly on the importation of sugar , 
so that to encourage the local  production efficiency with the global 
market. The Kenyan economy also can be able to gain on the export of 
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sugar to European union (EU), COMESA and IGAD. In the Kenyan 
domestic market, there is always a growing demand for sugar due to the 
ever growing population as well as existing export, of which is calling for 
more production in the sub-sector. Comparatively, the nature of the 
supply and demand gap is reducing mainly due to the rehabilitation of the 
existing sugar industries with the main objectives of launching up new 
industries. In relation to the above; the Kenyan government is encouraging 
more steps to improve the sector. 
Kenya Sugar Board (KSB 2002) indicated that, in the sugar processing 
industry in Kenya, there are seven major active sugar factories mainly with 
a total installed capacity of 21,100 tonnes per day (TCD) with full capacity 
for 300 days a year with an estimated production of 540,000 tonnes in 
comparison with the local demand of 600,000 tonnes from the above there 
is a shortage of 60,000 tonnes. In Kenya the consumption of sugar is 
mainly for human and industrial consumption. The industrial 
consumption of sugar in Kenya mainly depends on refined sugar 
comparatively of which is produced by the Muhoroni and Miwani sugar 
factories. 
The above said seven major sugar factories in Kenya are as indicated in 
the table below; 
 
Table 106  
Installed capacity of sugar factories in Kenya  
  
Factory name Year of 
establishment 
Capacity 
Miwani 
Chemilil 
Mumias 
Nzoia 
Sony 
West Kenya 
Muhoroni 
1924 
1968 
1973 
1978 
1978 
1985 
Currently closed 
2,400 
3,000 
7,000 
3,000 
2,400 
   900 
- 
 
Sources; (1). Kenya sugar board 2004 
       (2).     ministry of Agriculture 2004 
In addition to the above, Busia Sugar Company and Nzoia are under 
development. The other projects of the same kind are the Trans Mara sugar 
 328
project, Ramisi sugar project, Siaya sugar project as well as Kamulamba sugar 
project.  
Kenya sugar Board (KSB 2004) analyzed that, the sugar companies in Kenya 
are mainly operating under the regulation by the Kenya sugar board, of which 
is a government board mainly charged with the responsibility of promotion as 
well as encouraging the effective and efficient growth and development of the 
sugar cane. Kenya  Sugar Board  (KSB 2005) clearly indicated that , the sugar 
industry in Kenya has been liberalized and even the Kenyan government is in 
the process of encouraging sustainable divesting from the sub-sector so that to 
encourage sound growth and development. In relation to the above, the Kenyan 
government is in the process of improving the sugar industry mainly by 
increasing their efficiency as well as reviving the non-operational factories.  
The Kenyan sugar industry, at the present time it is producing more than 70% 
of her local consumption, the production of sugar in Kenya has been growing 
mainly from 389,138 tonnes in 1996 to 448,489 in the year 2003. 
Comparatively the consumption of sugar in Kenya has been increasing from 
570,000 tonnes in 1996 to 691568 tonnes in the year 2003. However in the 
mid 2004 there was a great improvement in the sugar production as compared 
with the previous year. The marketing of sugar in Kenya improved mainly due 
to the government control on the domestic market the production of sugar  in 
Kenya, the domestic consumption  has outstripped  the nature of production of 
which may be attained comparatively. As it was indicated by the Kenya sugar 
Board (KSB 2004) that Kenya imports 200,000 MT of sugar mainly to met the 
deficit of which 11,000 MT in industrial sugar. 
Table 107 
Showing share of sugar production by factory, 2005. 
  
 
Factory name  % Share 
Chemilil  
Muhoroni 
Mumias 
Nzoia  
Sony  
West Kenya  
8 
9 
55 
12 
12 
4 
 
 
Sources; (1) Year book of sugar statistics. 
               (2) Kenya sugar Board 2003 
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The year Book of sugar statistics indicated that, the total sugar production 
during the year 2003 mounted to 448,489 tonnes mainly with the Mumias 
sugar company contributing 55% of the total production while west Kenya 
sugar factory was the lowest share for production ratio of 4%. The area 
wise mainly under the cane production during the year ended 2004 was 
approximated to be 107622 hectors of land as it was being compared to 
106313 hectors of Land during the previous year. 
during the year ended 2003 according to the Kenya sugar Board (KBS) 
analyzed that, cane variety C6 945 occupied the largest can surface with 
30,220 hectors of land under production of which comparatively 
represented 25% of the total land under cultivation, variety N14 
circumvented the second with the total area occupancy of 28264 hectors 
of land of which is circumventing the ratio of 23%. Others are CO421 
(12%). The total growth in the cane supply to factories was mainly due to 
sound payment to farmers mainly cane delivery; however, the sugar 
industry in Kenya indicated sound improvement in the cane yield. 
However, Mumias, Nzoia and South Nyanza sugar zones indicated good 
improvement while on the other side, Chemilil and Muhoroni zone 
indicated lower yields during the year 2004 as compared to the previous 
year. More that 4312000 tones of cane were crushed at a sugar recovery 
ratio of 10.35% mainly to make 446000 tonnes of sugar of which improved 
to 10.7% during the year 2003 was 28474 hours as it was compared 
against that of 30805 hours during the previous year. Equally, the west 
Kenya sugar industry hard the lowest time efficiency with 70.1% of which 
was a good improvement from 64.3% during the year 2003. During the 
year ended 2003, the managerial decrease of 2% was experienced. Small 
farmers are the main producer of more than 90% of the crushed cane in 
the industry in Kenya are the inefficiency, low productivity, weak 
management, distortion in the sugar market, inadequate credit facilities 
for the sugar production as well as persistent drought and even fire. 
Kenya sugar Board (KSB 2004) indicated that the sugar sales improved by 
2%. However, at the end of the first quarter of 2004, the total sugar sold 
was 137,013 tonnes as compared to that of the previous year of 120,666 
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tonne. The above indicated sustainable market improvement mainly due to 
the regulation of the import of sugar. During the year ended 2003, the 
monthly average  price of Kshs 1,842 per 50kg  (Kshs 36.840 per tonne) 
equally, during the year 2004, the overall ex-factory price was Kshs 2090 
to 2195 per 50kg  bag to end with a quarterly average of Kshs 2144 per 
50kg bag (Kshs 42880 per tonne ). Hence during the same time in the year 
2003, the price ranged between Kshs 1820 and 1900 per 50kg bag as well 
as quarterly average of Kshs 1,857 per 50kg bag (Kshs 37,140 per tonne) 
in comparison with the above analysis, the ex-factory price increased to 
the ratio of 15.5 %, as compared to that of the previous years. During the 
year ended 2003, the wholesale prices was Kshs 1,921 per 50kg bag, in 
the mid 2003, the whole sale price increased to 2252 per bag, however, 
during the year ended 2003, the wholesale price was with a monthly 
average of 1,216 per 50kg bag, the year ended with  the price of annual 
average 2098 per 50kg bag from 19,958 during the previous year of which 
equally indicated a ratio of 5% increase, mainly due to the increase of the 
ex-factory price and lack of enough import of sugar. 
The Kenya Sugar Board (KSB 2005) analyzed that the wholesale price was 
with a weekly price average of Kshs 2195 per 50kg bag of which increased 
to 2225 per bag at the end of the year, by which the overall price was 
being traded average of 2206 per 50kg bag of which comparatively 
indicated a increase of 14.9% as it was being compared with that of the 
previous year. The price stability was generally maintained during the 
marginal decrease average to Kshs 48,04 of which indicated a price growth  
with the ratio of 3%.On the other side the retail prices during the year 
2004 was Kshs 46.50 per 50kg bag of which indicated a growth of Kshs 
49.10 towards ,the end of January of which comparatively declined at the 
end of February. Hence there was an increase of the price during the first 
quarter of 2004.The comparatively the overall retail price during the 
quarter was traded at 43.00 to 50.00 per 50kg mainly with the quarterly 
average of 48.00 as compared with that of the previous year of Kshs 37.50 
to Kshs 50.00 and with an average price of Kshs 42.70 per kg in the same 
quarter, the above generally represented an increase of 12.4%. In addition 
to the above, the London Daily Price( LDP) for the white sugar was traded 
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mainly on the falling trend during the year ended 2003 mainly with the 
range of US $ 179.80 to US $ 253.50  per tonne and with  an annual 
average of US $ 214.63 per tonne  mainly to give a ratio of 6.0% decreased, 
mainly as from US $ 228.24 per tonne during the previous year (2002) 
comparatively, the raw sugar of which followed the nature of white sugar 
to trade mainly at US $ 160.80 to 232.80 per tonne as well as at an 
average of US $ 188.57 in the year ended 2003 as it was being compared 
to that of 174.96 per tonne during the end of the previous period. In 
comparing the world sugar prices mainly that of raw as well as white for 
the last five years it was generally analyzed that the sugar prices during 
the year 2001 mainly for both raw as well as white sugar were higher at 
US $ 248.98 per tonne. Equally it is very much clear that the price of raw 
sugar mainly at comparatively with an accumulated characteristics of the 
previous years. International sugar organization (ISO 2005) has projected 
that there shall be an increase of the world sugar production to 146.5 
million tones as from that of 141.49 million tones during the previous 
years.         
 
8.9 IN THE CASE OF KENYA’S SUGAR PRODUCTION;  
 
The Kenya Sugar Board (KSB 2005) has clearly indicated that with the 
Kenya nature of the population growth mainly at the ratio 3.3% as well as 
the annual sugar ratio of consumption being equally estimated to be at the 
ratio of 2.0% it is a clear projection that the demand for the sugar will 
continue to increase. Due to the above projection the demands for sugar 
industry are encouraging the sustainable improvement of the sub-sector 
with the main objective of attaining the self reliance in the field of sugar 
production. In addition to the above, though Kenya’s nature of 
consumption is more hence experiencing wide deficit of this comparatively 
is being supplemented mainly by encouraging sound import of sugar from 
other countries mainly from COMESA. However, the Kenyan sugar Board 
(KSB 2005) analyzed that, the nature of sugar consumption in Kenya will 
increase to more than 650,000 tonnes of sugar during the year ended 
2004 as it was being compared with that of the previous year of 400,00 
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tonnes of sugar, hence creating a deficit of more than 200,00 tonnes of 
sugar with the only option of importation of the same from the  above 
analysis, it is very clear that the sub-sector in Kenya is sound of which 
may encourage Kenya to attain the self reliance  goal. Hence sustainable 
growth and maintenance of the sub-sector is very much important for the 
economic development of Kenya as it generally attract sound income as 
well as generating of the employment opportunities mainly to the rural 
population mainly the small scale farmers. The Kenyan government is 
taking all the necessary steps mainly to encourage sustainable growth and 
development through reduction of the tariff, discouraging the control as 
well as freeing the market by discouraging illegal importation of sugar into 
the country.   
 
8.10 EXPORT OF SUGAR FROM KENYA 
 
According to Kenya sugar board (KSB 2004), comparatively there is 
potential market in the East and South Africa countries (COMESA) as well 
as other African countries and even the intergovernmental authority on 
development (IGAD). However, in the present time, the production of sugar 
in Kenya is not exactly meeting the local market for sugar consumption 
hence; there is already local market for investors. There is a friendly 
climate, mainly the western as well as the coastal regions of Kenya 
encourages sustainable cultivation of sugar cane. The production of sugar 
in Kenya needs cheap labor supply mainly during the harvesting period. 
The Kenya sugar board (KSB), is the investors mainly to invest the sector. 
The above so analyzed sugar company mainly operates under the control 
of the KBS. In addition of COMESA free trade Area (FTA), of which 
generally allows Kenya to duty free export of sugar to the COMESA FTA 
markets. 
 
7.11 LEGAL FRAMEWORK AND THE ROLE OF CENTRAL BANK OF 
KENYA  
Kenya’s sugar Board (KBS 2004) indicates that the Kenya sugar board that 
mainly operates under the ministry of agriculture regulates the sugar sub-
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sector as well as encouraging sound polices mainly to improve the growth 
and development of the sub-sector. On behalf of the Kenyan government 
KSB collects levies from sugar manufacturers. In order for the sugar 
industry to grow and develop the Kenyan government has set the 
importation as well as customs duty mainly on imported sugar so as to 
motivate the domestic sugar industry. The Kenyan government has also 
written off board to small scale farmers as well as encouraging sugar 
industries to ensure good payments to the farmers. The world trade 
organization (WTO) has been participating in the multilateral trading 
system, she has been   involved in pursuing the preferential trade 
agreement so that to encourage trade flows into Kenya. In addition to the 
above, Kenya has been encouraging various reforms mainly that have 
resulted to the sustainable stability of macroeconomic conditions.  
Equally the monetary and fiscal tools of reforms as well as combined 
mainly with the adoption of manage floating exchange rate system 
indicated sustainable development in the sugar sub-sector. Sustainable 
trade polices in Kenya have encouraged export promotion mainly of the 
consumer as well as intermediate goods. Finally the trade policy 
implementation in Kenya is mainly done by the ministry of tourism, trade 
and industry, the customs and excise duty Department of Kenya revenue 
authority and even the central bank of Kenya. 
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  8.12 CONCLUSION  
The nature of Aid tying contains various disadvantages mainly to the poor 
developing industrial economies. The nature of inflated costs of various 
commodities financed, the  more effects inflated finance chares of which 
mainly included the in appropriation selection of equipment of which 
comparatively circumvented mainly through tied aid of which  discouraged 
the industrial development, in relation to the above, the nature of 
developing countries aid negotiation requires to be  exactly more 
acknowledged  as well as informed of their industrial  technologies and 
capabilities in domestic components producerbility. 
By employing flexible negotiating system, the poor developing countries 
may be bale to discouraged high costs of tied aid and encourage more 
domestic production for aids projects. 
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Chapter 9 
The role of government institutions in Kenya’s industrial 
development (Case study of tourism industry) 
 9.1 Financial infrastructure for industrial development in kenya 
Introduction 
 In comparison with other sub-Saharan African economies both east an
Africa, Kenyan economy is one of the most highly industrialized. in ad
the above, the   world bank (1983) clearly analyzed that the nature of rat
as the system of industrial development since 1980s in the Kenyan econ
been discouraging  mainly due to some of the industries have been cons
being sick units for instance  the Kenya meat commission (KMC). How
economic survey of Kenya (1986), indicated that the ratio  of the manu
sector in Kenya’s gross domestic product (GDP) of which only grew from
the ratio of 13.5% between the year 1963 and 1985. In addition to th
growth of the manufacturing output averaged 10.8% per year  between 1
1965, also the real growth rate of the manufacturing sector during th
1976-1983 was 7.3% per year as well as 3.5% during the period 1980-1
has been analyzed by the economic survey (1984). The world ban
observed that Kenya’s industrialization was not motivating since 
encouraged the rate of employment generation in the economy, also
industries were using inappropriate capital intensive technologies in re
the above, the manufacturing sector was highly depending on the 
equipment as  well as raw material of which increased the balance of p
apart from the above, the industrial sector has not improved sound 
mainly with other sector of the economy and even the production of c
goods have been taken at the cast of capital and intermediate goods. 
the local Kenyans were not able to manage the main parts of the manu
sector and the manufacturing exports from the small ratio of the Kenya
The ratio of over-investment in small sector was high while the other se
under-invested. The nature of Kenyan industrialization  since 1980s h
persisting apart form the involvement of the Kenyan government m
Launching institutions to encourage the development of finance to i
sector and even motivate the participation of local industrial enter
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producing and giving support services mainly like research and develop
addition to the above, the Kenya government has improved the g
infrastructure  to increase the domestic capacity in vital sections like e
generation, transport and  communication as well as encourag
development of the required skills. 
 
    In 1983, the World Bank analyzed that since 1963, the Kenya 
government has been involved in the development of the financial 
sector mainly in providing the financial support for encouragement of 
the industrial development. More efforts were being made for improving 
the growth of commercial banks as well as other non-banking financial 
institutions and even the insurance institutions. The Kenya government 
has been involved on a deliberate policy of encouragement of the 
launching a redevelopment of the financial institutions with the main 
aim of improving industrialization in the Kenyan economy. Such said 
intuitions included, Development finance company of Kenya (DFCK) the 
industrial and commercial development corporation (ICDC) the 
industrial development bank (IDB) and the Kenya industrial estate 
limited (KIE)  
 
9.2 Development finance company of Kenya (DFCK)  
           The development finance company of Kenya (DFCK) is one of the 
most important development financial institutions established in Kenya 
since 1963, by which the Kenyan government is the largest share 
holders and also others include the development corporation (CDC) the 
German Development Corporation and the Netherlands finances 
company. In relation to the above, the main source of income of DFCK 
included the income from the share holders, loans from the 
shareholders, income notes.  
           The World Bank 1981 clearly indicated that DFCKs investments 
were encouraged in industrial and agricultural sector. According to 
DFCK annual repot (1974) analyzed that more improvement has been 
experience in the development of new projects.  
Table 107 Functional distribution of DFCK investment and 
commitments (1973)   
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SECTOR Amount in 
Kenya 
shillings 
million 
 
Agricultural processing 
 
Textile and allied industries 
 
Hotels 
 
Civil engineering and allied industries 
 
Sugar production 
 
Vehicles and components 
 
Paper and pulp 
 
Timber extraction and wood processing 
 
Electrical 
 
Metal products 
 
Miscellaneous  
 
TOTAL 
 
11.4 
 
13.6 
 
20.6 
 
6.2 
 
10.2 
 
10.1 
 
7.7 
 
7.5 
 
4.2 
 
2.1 
 
5.7 
 
99.3 
 
Source; DFCK annual report and statement of accounts 1983       
 
  Table108  
Functional distribution of DFCK investment and commitments 
(1983) 
 
 
 
 
SECTOR AMOUNT 
KSH 
“000” 
% 
 
Agricultural processing food and 
beverage 
 
Textile 
 
Tourism 
 
Chemicals & pharmaceuticals 
 
 
63.4 
 
50.2 
 
24.9 
 
 
35.7 
 
 
15.4 
 
12.2 
 
6.1 
 
 
9.4 
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Engineering and construction 
 
Leather and leather goods 
 
Paper ,paper products & printing 
 
Vehicles and components 
 
Metallic and plastic products 
 
Wood and wood products 
 
Miscellaneous 
 
TOTAL 
 
75.2 
 
22.2 
 
36.7 
 
29.1 
 
28.6 
 
33.4 
 
9.3 
 
408.7 
18.2 
 
5.4 
 
8.9 
 
7.1 
 
7.0 
 
8.1 
 
2.2 
 
100.00 
 
 
Source; DFCK annual report and statement of accounts 1983 
 
 
The above tables indicted the growth of DFCK contribution on the new 
projects; it has been even in the project which was to be financed by 
the company. DFCK (1983) indicated that by the end of the year 1983 
the DFCK has contributed the invested equity in loaning 156 projects. 
Equally, between the year 1963 as well as 1983, the DFCK mobilized 
some of Kshs. 600 Million for loans or investment to industry in the 
economy. In the present global economy the DFCK has been highly 
involved in many economic sectors. Comparatively, much concentration 
of the  investment various sectors of the economy like agricultural  
processing, textile, tourism as well as the engineering and other related 
industries of the same nature has been indicated in the above tables. 
Since 1963, the DFCK improved its investment mainly in the hotels 
with the growing ratio of 20.6%, the textile and allied industries 
circumvented a ratio of 13.6% as well as the agricultural processing 
and allied industries 11.4% .As indicated in the above table. Apart form 
the above the other sectors included civil engineering and allied 
industries 6.2% sugar production 10.2%, vehicle and components 
10.1%, paper and pulp 7.7%, timber extraction and wood processing 
7.5%, electrical 7.2% , Metal products 2.1% as well as miscellaneous 
5.7%. DFCK annual report and the statement of accounts (1983) 
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indicated that since 1963, the DFCKs investment in the various sector 
among the three leading sectors mainly in the said investment included 
the engineering and construction with the growing ratio of 18.2%, the 
agricultural processing food  and beverages with the ratio 15.4% as well 
as textile 12.2% , comparatively, the DFCK operation mainly in hotel 
fall from 20.7% to 6.0 % between the year 1973 to 1983 due to the 
launching of the Kenyan tourism development corporation (KTDC) of 
which was recognized as a parastatals with main aim of encouraging 
sustain infrastructure for tourism in the Kenyan economy. The DFCK 
(1984) suggested that the company was required to provide financial 
assistance to those sectors fulfilling given conditions. The profitable 
projects with the capacity to improve the national economy growth and 
development mainly the earning or conserving the foreign exchange, in 
the generation of the jobs as well as the improvement, the consumption 
of the domestic raw materials, the company normally is willing to invest 
those projects of which are expected to encourage sustainable 
proportion of the equity capital, sound management as well as good 
project plans of which include the training for the local staff. DFCK 
1983 mentioned that the  company’s investment mainly in any 
proposed new project is generally accepted to the amount of Kenyan 
shillings 400,000   as well as 1.5 million, in addition to the above, the 
company can equally encourage the investment mostly in the profitable 
projects, the DFCK can increase the investment to Kenyan shillings 20 
Million, among the companies that can easily benefit from the said 
loans for investment are the private as well as the public companies, 
this means that the individual are opposed from the same. Hence the 
investment in the companies only accepted when the DFCK has 
confirmed or certified about the nature of the plant system of getting 
machinery and equipment as well as other related services, the factory 
building and even other important related infrastructure. 
   The World Bank 1983 analyzed that the DFCK in 1972 launched 
small scale industries program mainly with the main aim of 
encouraging small scale local entrepreneurs who had been by passed 
by the denominating large or medium scale industrial in Kenya. DFCK 
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1983 indicated that, during the year 1970 more than 60 small scales 
project in the Kenyan economy circumvented Kshs. 35.2 Million. Hence 
during the year ended 1983, small scale farms program was changed 
and at the same time incorporated forming a new subsidiary company 
of DFCK, called the small enterprise finance company limited (SEFCO). 
The main objective of launching the above was more particularly to 
improve the nature of attracting more funds which can encourage the 
development of the small scale industries in improving the availability 
of resources for the said domestic entrepreneur without discouraging 
the company’s major objectives of supporting large as well as medium 
sized projects. DFCK (1984) observed that small enterprise finance 
company limited (SEFCO) is only looking encouraging African 
entrepreneurship mainly through making available financial resources 
as well as even the advisory facilities of which are required for the 
expansion and modernization of the African entrepreneurs. The mainly 
issue of the SEFCOs financial investment is the removal of some of the 
problems faced by the small firms. Among the hindrance is the 
inadequate working capital of which was not available from the other 
financial institutions. The said financial assistance may be in a form of 
short, medium or long term loans so that to finance the working capital 
and other needs.  According to DFCK 1984, the SEFCO conditions are 
that, the financial assistance to a single project should not be more 
than Kshs. 1 Million mainly for the first loan. While on the other hand, 
in case of the additional loans the total loan assistance mainly to a 
single project should not exceed Kshs. 2 Million, comparatively, the 
total asset of a project requiring financial assistance may not be more 
that Kshs1.5 Million hence the SEFCO’s loan facilities is also limited to 
the ratio of 10% and 90% of the project’s total costs. 
 
9.3   Industrial and commercial development corporation (ICDC)  
                   Swainson (1980) observed that the industrial and commercial 
development corporation (ICDC) was mainly earlier on launched as the 
industrial development corporation (IDC) during the year 1954 by the 
colonial master mainly with the main aim of encouraging the colonies 
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industrial development within the Kenyan region. The IDC after Kenya’s 
independence was generally expanded into the ICDC under the 
management of the Kenyan government with a diversified function 
within the Kenyan economy by also encouraging the funding of 
commercial enterprises. In addition to the above, the world bank 1983 
observed that the ICDC is managed by the Kenyan government, hence 
having a responsibly of encouraging as well promoting participation of 
the domestic industrial as well as commercial development, mainly by 
motivating the firms with the capacity to generate and save the foreign 
exchange accelerating the rural development, encouraging use of locally 
available raw materials as well as generating employment 
opportunities. The Kenyan government has been using ICDC as the 
mainly tool for channeling funs meant for the country’s commercial and 
industrial development. Apart from ICDC being the most significant as 
well as the service sectors, the institutions encourages commercial and 
industrial development mainly through providing the loan facilities as 
well as buying equity in enterprises. In addition to the above, ICDC 
holds shares many foreign owned industries and even including the 
multinational corporation (MNCs). The ICDC plays a great role of 
supervising as well as financing the Kenyan industrial estates (KIE) 
before it became autonomous institution like the other institutions –
World Bank (1983). As shown in the table below, ICDC’s role mainly 
through equity and loans has been so very much important in Kenya 
economy. 
Table 108 
Sectorial distribution of ICDC large – medium loans and equity 
1981- 1982 
 
SECTOR Large and 
medium 
loan 
 equity Total   
 Ksh
s 
mill
ion 
% Kshs 
millio
n  
% Kshs 
millio
n  
% 
Agricultural 
processing food 
and beverages 
 
 
 
 
11.2 
 
 
 
8.4 
 
 
 
120.2 
 
 
 
23.1 
 
 
 
131.4 
 
 
 
20.4 
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Fisheries 
 
Textiles 
 
Wood and wood 
products 
 
Chemicals and 
permaceuticals 
 
Plastic 
 
 
 
Mining, quarrying  
and drilling 
 
Metallic and 
ceramic ind. 
 
 
Motor vehicles and 
accessories 
 
Electrical and 
electric product. 
 
 Trade and services 
 
Finance and 
investments 
 
Insurance and 
property  
Development 
 
Oil and oil prod. 
 
TOTAL 
- 
 
59.4 
 
 
1.2 
 
 
- 
 
0.4 
 
 
 
 
2.0 
 
 
- 
 
 
 
- 
 
 
- 
 
- 
 
 
1.3 
 
 
 
31.5 
 
26.3 
 
33.3 
- 
 
44.6 
 
 
0.9 
 
 
- 
 
0.3 
 
 
 
 
1.5 
 
 
- 
 
 
 
- 
 
 
- 
 
1.0 
 
 
 
 
 
 
23.6 
 
19.7 
 
100.00
 
11.8 
 
199.6 
 
 
16.1 
 
 
14.1 
 
2.2 
 
 
 
 
8.4 
 
 
25.4 
 
 
 
26.8 
 
 
3.7 
 
17.1 
 
 
66.1 
 
 
 
11.1 
 
2.5 
 
524.0 
2.3 
 
37.3 
 
 
3.1 
 
 
2.7 
 
0.4 
 
 
 
 
1.6 
 
 
4.9 
 
 
 
5.1 
 
 
0.7 
 
3.4 
 
 
12.8 
 
 
 
2.1 
 
0.5 
 
100.00 
 
11.8 
 
254.1 
 
 
17.3 
 
 
14.1 
 
2.6 
 
 
 
 
10.3 
 
 
25.4 
 
 
 
26.8 
 
 
3.7 
 
19.0 
 
 
97.9 
 
 
 
37.4 
 
2.5 
 
654.3 
 
1.8 
 
38.8 
 
 
2.6 
 
 
2.2 
 
0.4 
 
 
 
 
1.6 
 
 
3.8 
 
 
 
4.1 
 
 
0.6 
 
2.9 
 
 
15.0 
 
 
 
5.7 
 
0.4 
 
100.0 
 
 
 
Sources; ICDC Annual report and accounts 1981-1982 
      Swainson (1980) analyzed that the large and medium –scale  loans 
as well as equity purchase of ICDC are generally meant for the 
manufacturing, agro-processing as well as industrial firms which are 
minimizing the available resources. Hence, the provision of ICDC credit 
facilities encourages the nature in which credit was provided to the 
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industries. However, it was clearly analyzed that the more political 
forces among the bourgeoisie, were always able to capture the largest 
portion of the Kenyan government finances for the expansion of their 
industries, apart form the above, the security needed for ICDC credit 
facilities was not so high as that needed to raise commercial credit, 
hence the amount of assets in terms of land or even property is enough 
as security. In relation to that ICDC is always motivated to reach the 
said small domestic firms mainly through its small credit facilities 
program like; the small industrial loans stated in 1961 with funds 
mainly from USAID to encourage small commercial loans started in 
1961/ 65 to assist African traders so that to expand their activities, the 
small property loans started in 1967/68 to assist Kenya investors to 
invest in commercial premises as well as small loans buy shareholder 
inhaled  in 1967/68 giving government credit facilities to individuals 
mainly to  buy shares in big commercial companies .   
 
 9.4   The industrial development bank (IDB). 
 
            The ICDC (1983) indicated that the industrial development 
bank (IDB) was mainly launched by the Kenyan government in 1973 
with the objective of encouraging the rate of the industrial development 
in the region with the motive of promoting and establishing as well as 
expanding and even more so modernizing the medium and large scale 
firm. Swainson (1980), said that the IDB started with an authorized 
share capital of Kshs 40 million of which was comparatively shared 
among the Kenyan government (49%), ICDC (26%) and the bank of 
Kenya (12%) as well as the Kenya national assurance company (12%). 
Hence the bank (IDB) encourages the industrial development in Kenya 
mainly through giving medium as well as long term credit facilities.  
  The IDB also participated directly through equity purchasing, giving 
the guarantees mainly for industrial credit from other sources and even 
more so underwriting security issues, share, stocks, bills of exchange, 
promissory notes and other facilities. 
                 ICDC (1983) indicated that, the IDB was aiming at 
mobilizing foreign resources to supplement the local resources. IDB 
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(1984) also analyzed that the balance of payment problems mainly 
engulfing the Kenya economy have made IDB to improve the sources of 
funds mainly by looking other sources of external funds mainly the 
world bank. In 1983 the IDB’s equity and loan facilities was 77.5 
million Kenyan shillings. With share in more than 33 projects as well as 
distributed credit facilities to more than 96 enterprises. Comparatively 
the IDB’S   investment is spread to various sectors of the economy with 
hotels and tourism  with  16.6%, metal industries  13.8%,  textile and 
fabrics 13.3 %  Agricultural processing industries mainly food and 
beverages 10 % (ICDC 1981/19 82).  The ICDC (1978/1979) indicated 
that the institution’s investment generally grouped mainly into, basic 
industries. In relation with the above the consumer goods and other 
goods were very much important, hence the large proportion of these 
institution’ investment of which were being channeled to the production 
of the intermediate goods. From the table given below, 34.1% of the 
ICDC’s tatal investment went to the intermediate goods production, 
14.5% to basic industries, and 28% to consumer goods industries,3.5% 
vehicle industry 2.4% heavy transport, 0.5% to tourism and tax 
services.    
 
 
 
 
 
 
 
Table 108 ICDC investment 1963- 1979 
Category Amount in Kenyan 
shillings million 
% 
Consumer goods 
Intermediate goods 
Basic industries 
Vehicles 
Heavy transport 
Tourism and tax services 
Insurance 
Real estate 
Trade (excluding KNTC) 
KNTC 
ICDC investment 
KIE 
TOTAL 
122.2 
148.0 
63.0 
14.5 
10.5 
2.1 
4.9 
6.9 
7.7 
0.2 
13.6 
40.6 
434.2 
28.0 
34.1 
14.5 
3.5 
2.4 
0.5 
1.1 
1.6 
1.7 
10.1 
3.1 
9.4 
100.0 
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 Sources; ICDC annual report and accounts 1978-1979 
 
 9.5 The Kenya industrial estates (KIE). 
 
       ICDC (1984) analyzed that the KIE is one of the most important 
institution in the Kenyan economy of which comparatively encourages 
small domestic entrepreneurs since it’s establishment in 1967. 
        The World Bank (1983) also observed that, the Kenya industrial 
estates (KIE) was managed as subsidiary of ICDC of which was being 
conducting its functionaries mainly under the ministry of commerce 
and industry in addition to that   Swainson (1979) also observed that 
the Kenyan industrial estate (KIE) early 1978 was converted mainly to 
operate as a self managing institution within the Kenyan economy. Also 
the said Kenyan Industrial Estates distributes the necessary required 
facilities like machinery and even equipment as well as technical 
services mainly to the small scale manufactures. Hence, KIE distributes 
financial assistance to those projects with tatal investment mainly 
including the working capital. However, the KIE distributes the loan 
facilities mainly to over 100% of the machinery and equipment. The KIE 
loans are distributed in relation to the following, 70% of the 
requirement of  tatal investment for those projects with less than Kshs 
3 million also it participates in equity which is mainly limited to the 
maximum of 25%  of the tatal share capital KIE (1984). In addition to 
the above  KIE circumvents it fund from  other sources including west 
German, Denmark, Japan, Sweden, Norway, India, as well as from 
other multinational agencies   more so  the world bank  and even the 
European economic commission (EEC).  
    Apart from the above, the KIE (1984) indicated that KIE has 
distributed over Kshs 141 million in the constructing of infrastructural 
facilities mainly in the industrial estates, it also distributed Kshs 267.2 
million in credit facilities for various project within the Kenyan 
economy, also Kshs 24.4 millions have been re-distributed over the 
same. KIE (1981) also analyzed that the KIE’s nature of investment are 
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distributed mainly among product group as indicated in the table given 
below.  
Table 109 
KIE investment by industrial category 1980/1981;    
 
Product Projec
ts no. 
% loans 
total 
Kshs 
Mn 
% Average 
loan per 
project 
Kshs 
“000” 
 
Jobs 
crea
ted 
Invest
- 
ments 
 Kshs  
Mn 
Metal products 
 
Paper products 
and printing 
 
Food and 
Agricultural 
products 
 
Plastic, rubber 
and glass 
product 
 
Textile products 
 
Leather 
products  
 
mechanical 
workshops 
tinsmiths and 
repairs 
 
Chemical 
products 
 
Brick quarry 
and cement 
products 
 
Wood products 
and handicraft 
29 
 
 
24 
 
 
 
25 
 
 
 
14 
 
32 
 
 
17 
 
 
 
 
59 
 
 
13 
 
 
 
15 
 
 
62 
10.0 
 
 
8.3 
 
 
 
8.6 
 
 
 
4.8 
 
11.0 
 
 
5.9 
 
 
 
 
20.2 
 
 
4.4 
 
 
 
5.2 
 
 
21.5 
24.8 
 
 
17.2 
 
 
 
10.3 
 
 
 
22.4 
 
13.5 
 
 
6.0 
 
 
 
 
5.7 
 
 
8.3 
 
 
 
5.7 
 
 
5.1 
20.6 
 
 
14.5 
 
 
 
8.7 
 
 
 
8.7 
 
18.7 
 
 
11.5 
 
 
 
 
5.0 
 
 
4.7 
 
 
 
4.8 
 
 
4.3 
854 
 
 
717 
 
 
 
412 
 
 
 
1603 
 
423 
 
 
353 
 
 
 
 
95 
 
 
640 
 
 
 
382 
 
 
82 
469 
 
 
355 
 
 
 
547 
 
 
 
236 
 
633 
 
 
412 
 
 
 
 
529 
 
 
217 
 
 
 
151 
 
 
636 
52.8 
 
 
48.5 
 
 
 
18.8 
 
 
 
95.1 
 
21.4 
 
 
15.6 
 
 
 
 
10.7 
 
 
37.9 
 
 
 
37.9 
 
 
8.0 
Total 290 100 119 100 5561 4185 346.7 
 
 
Sources; 
 Kenya industrial estate (KIE) annual report and accounts 1980/ 1981 
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KIE (1981) also analyzed as indicated in the table given that its 
investment are generally distributed to both industrial estates as well 
as the rural industrial development center.  
 
 Table 110 
 No. of 
projects 
 Total KIE 
loan Kshs 
million 
Average loan 
per projects 
(Kshs “000”) 
 No of 
jobs 
created
In 
vestment 
per 
worker 
(Kshs 
“000”) 
KIE Estates 
Nairobi 
Nakuru 
Mombasa 
Kisumu 
Eldoret 
 
70 
17 
14 
13 
9 
 
71.6 
11.9 
13.9 
4.4 
3.4 
 
1023 
699 
993 
339 
373 
 
182 
356 
94 
158 
161 
 
39 
33 
148 
28 
21 
Grand total 123 105.2  951 111 
 
 
 
Sources; Kenya industrial estate (KIE) annual report and accounts 
1980 
 
 
 
Table 111 
Rural industrial Development centers 
 
 
 No. of 
projects 
 Total 
KIE 
loan 
Kshs 
million 
Average 
loan per 
projects 
(Kshs 
“000”) 
 No of 
jobs 
created 
In 
vestment 
per 
worker 
(Kshs 
“000”) 
Machakos 
Kisii 
Nyeri 
Kakamega 
Embu 
Malind 
Meru 
Kericho 
Homabay 
Muranga 
Voi 
Total 
 
31 
20 
28 
16 
24 
13 
15 
5 
2 
2 
4 
160 
2.5 
4.9 
2.4 
0.7 
3.0 
1.2 
2.0 
1.3 
0.1 
0.9 
0.4 
18.7 
82 
243 
86 
46 
123 
89 
134 
268 
32 
444 
90 
121 
237 
183 
252 
94 
375 
55 
182 
76 
14 
33 
60 
1591 
11 
27 
10 
8 
8 
14 
11 
18 
5 
27 
6 
145 
 
Grand Total 283 124.4 440 2542 256 
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Sources;  
1).  Kenya industrial Estate Annual report and accounts 1980, 
     2). Kenya industrial Estate Annual report and accounts 1981, and 
 3). Kenya industrial Estate Annual report and accounts 1982. 
 
 
9.6 Kenya industrials research and development institute (KIRDI). 
 
            In the present emerging global economy, research is one of the 
most important tool mainly for the industrial development in any 
economy, it is utilizing spectacular ratio of its gross domestic product 
mainly for encouraging the growth of the R& D. Many of the poor 
developing economies spend a large ratio of their budget mainly in 
financing the research and development projects. Hence, KIRDI (1988) 
indicated that out of the tatal funds mainly allocated to research and 
development   in the Kenya economy only 5.1% is distributed to 
industrial research activities. In addition to the above, the main 
institution established so that to work on the industrial research and 
development activities in Kenya is the Kenya industrial research and 
development institution (KIRDI) launched in 1980 with the main task 
of; identifying and developing process and products technolodge  
appropriate  for the country’s domestic market and export potential, to 
facilitate replacement of the development and adoption of machinery, 
tools, equipment, instruments and process which  are suitable to be 
introduced  in the  economy, and many more other roles.  
 
              However, the Kenya government can only achieve its objectives 
mainly through KIRDI as well as other science and technology 
institution. Then the country’ national industrial research development 
within its long term objectives is to exactly to consistently encourages 
scientific as well as technology knowledge mainly for the circumvention 
of a level of self-reliance in the industrial development process.  These 
objectives mainly encourage the creation of sound and adequate 
national capabilities for the recognitions, adoption, absorption, 
adoption diffusion, innovation and development of industrial technology 
within the Kenyan economy. Also in addition to that, the KIRDI’s 
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activities are mainly organized into, analytical testing designing as well 
as engineering, process and products development and project studies 
and development.  
 
          KIRDI (1988) analyzed that KIRDI is involved in studying  the  
characteristics and comparative cost-effectiveness of various sources of 
energy in the country, mainly examining and developing new and 
renewable sources of energy, and assessing designing and fabricating 
machinery and equipment used in the generation of energy conversion, 
transmission, storage and even conversion. During the year ended 
1984-1988, KIRDI indicated that the institute’s planned research 
program was estimated to need more than 290 million as indicated in 
the table below. 
    
 
 
Table 112 
Summary of KIRDI’s 1984-1988 research categories and the 
estimated costs. 
 
 
Category of research programme EST’s 
Kshs 
million 
% 
Institutional building 
Metals and engineering 
Agro- industries 
Energy 
Consultancy, testing & 
maintenances 
Chemical industries 
Ceramics and building materials 
200.0 
39.7 
10.1 
23.8 
10.1 
9.6 
5.6 
1.6 
68.9 
13.6 
8.2 
3.5 
3.3 
1.9 
0.6 
Total 290.4 100.00 
 
 
 
Sources; Kenya industrial estate annual repots and accounts 1980 
        World bank (1983),Swainson (1984) analyzed that ,KIRDI 
encourages the development  of indigenous industries  technology, 
development of industrial based  on domestic material, industrial 
development  with a higher linkages with Agriculture and other sectors, 
production of more intermediate inputs required by Kenyan  industries, 
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increasing export of industrial goods both within as well as  
encouraging the transfer of technology. 
 
9.7 New projects committee and investment Advisory centre.   
 
          The World Bank (1983) observed that the new projects committee 
was created in 1973 by the ministry of commerce and industry. The 
said committee was ministerial committee mainly with representatives 
from the ministry of finance and economic planning and other related 
departments as well as from development financial institutions like 
ICDC, IDB, and even DFCK. The main task of the new projects 
committee included the regulation of the flow of foreign investment 
mainly into the industrial sector.  
    Swainson (1980), the committee’s progressiveness was limited 
mainly due to lack of enough   qualified managerial personnel to 
conduct research or to appraise the proposed projects. Hence the 
committee was not unable to evaluate the highly level technical 
projects. In addition to the above, the political interference was another 
difficulty facing the committee. Swainson (1980) criticized that if the 
newly formed investment Advisory centre is to be more effective mainly 
than the new project committee that it should be exactly adequately 
staffed mainly with qualified people to manage all the aspects of project 
appraisal as well as protected from the winds of political influence. In 
relation to that when the said facts were tabled with Kenyan 
manufacturers and government officials who were charged with 
industrial promotion exactly indicated that large number of people 
mainly in charge of industrial policy in the Kenyan economy. However, 
the analyzed should change immediately in case the industrial policy is 
to effectively encourage the nature of the industrialization which is 
required in the Kenyan economy. In addition, the new investment 
advisory centre, the ministry of commerce and industry as well as the 
ministry of economic planning  and finance must finance must ensure 
the co-ordination of their efforts so that to encourage the policy makers 
and even provide them with the required  information important in the 
manufacturing economic  sector. 
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 9.8 Export compensation scheme.  
    
       The World Bank (1983) observed that for the development of the 
Kenyan industrial sector, the export compensation scheme is generally 
very much import for the manufacturing sector only if the said can only 
function more efficiently as it maybe needed. Swainson (1980) also 
indicated that, the export compensation scheme was launched with the 
main motives of improving the tradition of the Kenyan export mainly 
encouraging the manufacturing to offer more competitive conditions to 
the foreign market. Hence the export compensation scheme required to 
improve and streamline its system so that to discourage the traditional 
of delay so that to accomplish its main goals as expected. 
 
9.9 The central tender board. 
 
     The Kenya Industrial Estate (KIE 1982) clearly indicated that the 
central tender board plays an important role for the industrial 
development in the Kenyan economy. In comparison with the other 
consumer with the Kenyan domestic market, the Kenyan government is 
the main consumer of a large variety of various manufactured goods in 
the Kenyan manufacturing sector, than progressively, the said 
indicates that the nature of the Kenyan government consumption can 
encourage the rat of industrial development within the Kenyan 
economy. Equally when comparing the system of the government 
indicates that some of the main purchases go through the tender of 
which generally comprises various departmental as well as ministerial 
tender board as well as the central board (CTB). The Swainson also 
analyzed that sound employment of the nature of tendering system can 
exactly encourages industrial development in the Kenyan economy. 
Inorder the central tender board to have good impact with the Kenyan 
economy, the management requires to be directed by good objectives as 
well as trained managerial personnel. 
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9.10 The Kenya bureau of standards    
 
          The World Bank (1983) criticized that for along period of time; 
the Kenyan manufacturing sector has not been successive mainly in 
attracting or creating demand in the global market. Equally the 
domestic consumer have created market for the imported commodities 
while ignoring their domestic manufactured goods, mainly due to 
perception of the nature of low quality of the locally manufactured 
products. Apart from encouraging the Kenya’s manufacturing sector to 
be competitive in the domestic as well as the global market and even 
ensuring sound protection of consumer mainly from poor quality as 
well harmful commodities. In order to ensure the above, the Kenyan 
government decided to launch Kenya bureau of standards (KBS) with 
the main role of establishing minimum standard for various 
commodities. 
   However, in setting the said standards (KBS) provides some facilities 
mainly to the domestic so that to be able in encouraging  nature  of the 
qualities of their products it encourages the quality control training 
program, organizing  annual conferences, sound laboratory facilities. 
            Apart form the above, the Kenya bureau of standards is 
generally not well equipped with enough personnel as well as 
equipment to handle all the standards and quality control issues in the 
Kenyan economy. Also, various private manufacturing firms in the 
economy have elaborated equipment mainly for quality control. Besides 
that under utilization of the quality control facilities manufacturing 
firms fail to exactly utilize the available Kenyan manufactures are the 
one who are failing to keep the nature of production with the system of 
demand mainly by encouraging sound research and development. In 
relation with the above, the Kenyan manufacturing needs to improve 
the level and tradition of the protection to the local manufacturing 
industries as well as their relationship to the standard as well as the 
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quality management within the Kenyan economy. The main 
discouraging factors mainly in the manufacturing sector was the lack of 
enough skilled as well as experienced workers an facilities of which 
have contributed to the poor quality of large number domestic 
manufacturing products. Also a lack of strong and well educated as 
well as organized consumer organization with law consciousness of the 
need for standard good a quality product. 
 
  9.11 The price controller  
 
             According to the CBK (2000) analyzed that the price control 
department within the ministry for economic planning can also 
encourage the nature of industrialization with the Kenyan economy, 
however, working together with the central bank of Kenya, the 
department could significantly control the transfer pricing which is 
conducted by the manufacturing sector in the Kenyan economy. 
 
 
9.12 TOURISM IN PROTECTED AREAS IN KENYA  
  
Introduction 
Protected areas in the Kenyan tourism products are increasingly attractive 
to tourists, and even some protected tourist resorts in Kenyan areas are 
improving significant funds through tourism. Tourism in Kenya is growing 
rapidly as compared to other African tourist centers, and the regions that 
are seeing the greatest growth are in developing countries with high levels 
of biodiversity: the most important challenges that the Kenyan government 
should be able to learn is that what mechanisms can protected areas use 
to raise funds from tourism? And to what extent should protected areas 
raise funds from tourism?  
The study describes  various measures that the Kenyan government 
should take into consideration for protected areas, WWF (2004) , and 
employ the same context for analysis of the role and potential of tourism in 
protected areas in Kenyan tourism development [Gossling, S 2002]. the 
golden chance for generating revenues directly or indirectly from tourism 
are the main allocation of government revenues (from general taxation or 
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from tourism-related taxes); fee charging as well as to businesses based 
outside and within the protected areas for their use of protected areas (via 
entrance fees, user fees, and permits); and allowing businesses to 
purchase concessions or leases to operate inside protected areas (Yee 
Sang, F. and Walling, L. J. 2000)  . Comparatively the main market 
segments that offer potential for protected areas to raise revenue from 
tourism in the Kenyan tourism economy are mass tourism, adventure 
tourism and eco-tourism/nature-based tourism Chase, L.C., Lee D.R., 
Schulze, W.D., and Anderson, D.J. (2000). Comparatively in the Kenyan 
tourism economy, without market demand, tourism has little to offer a 
protected area [WWF 2004]. Sustainably in Kenyan tourism industry, 
tourism in protected areas requires the encouragement to develop and 
market tourism products based on Kenyan tourism protected areas, and 
sound encouragement to maintain the quality of these areas for 
sustainable future development (Yee Sang, F. and Walling, L. J. 2000).  
Comparatively, the said protected areas encourages sustainable 
opportunities for tourism, it is the commercial tourism sector  
that encourages the said opportunities and services mainly through 
accommodation, catering and transport, as well as marketing, however, for 
tourists to visit the said Kenya tourist resort Chase, L.C., Lee, D.R., 
Schulze, W.D., and Anderson, D.J. (2000), It is therefore important to 
motivate all together the entrepreneurial skills and links to tourism 
markets that tourism businesses possess, mainly with the conservation 
skills of managed protected tourist resorts that Kenyan  managers, in 
order to provide a better  experience for tourists, and to gain a better 
contribution from tourism for protected area in Kenya tourism economy 
Conservation (Eagles, P., McCool, S. & Haynes, C. 2002). 
Development of tourist resorts in Kenya  circumvents a sustainable  
source of funding mainly for protected areas of which  consistent includes  
the convention on Biological Diversity’s Programme [Gossling, S (2002)], 
however for the Kenyan tourism board as well as the Kenyan government 
to be successful at managing tourism and  raising revenues from the said  
protected areas must develop and implement  sustainable tourism 
management  strategies mainly that  aim at integrate tourism  hand in 
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hand with conservation  strategies and  encourage those factors on the 
level  and types of tourism  accepted or encouraged  along the plans of 
Kenya tourism board for example,  strategically plans for bio-diversity  and 
tourism Yee Sang, F. and Walling, L. J. (2000). In the Kenyan tourism, the 
Protected resorts also require to circumvent the required skills to 
encourage joint participation and partnerships with the commercial 
tourism sector of the economy, so that to encourage sustainable 
management and raise revenues from tourism Eagles, P., McCool, S. & 
Haynes, C. (2002).  For the Kenyan government to be able to promote the 
said under the present emerging global competitive tourism industry it 
needs to understand the nature of economics of tourism, however, many 
protected areas in the Kenyan tourism lack the funds, staff resources as 
well as the skills required to invest in sustainable management of tourism, 
and to be able to raise significant funds from tourism industry Chase, 
L.C., Lee, D.R., Schulze, W.D., and Anderson, D.J. (2000). comparatively 
the potential  advantage  of tourism to any protected area have therefore to 
be  planed as  against the costs  of distributing the required  facilities  as 
well as the staff to manage tourism, and  other  adverse  significant  of 
tourism on site conservation  objectives Eagles, P., McCool, S. & Haynes, 
C. (2002).  
 Apart from the above, the Kenyan tourism will not be appropriate at all 
tourist resorts, mainly both for conservation reasons and   factors mainly 
associated with the operation of the commercial tourism industry as well 
as market demand. Equally more progress  needed to learn  better at 
which areas tourism is most suitable for revenue raising, and to be able to 
learn  and  differentiate the impact  of tourism at different areas, including  
accepted  types of tourism to particular area,  while encouraging the  
conservation goals and global  tourism markets Chase, L.C., Lee, D.R., 
Schulze, W.D., and Anderson, D.J. (2000).  The Kenyan government as 
well as the  Kenya tourism board  must learn that  tourism need support 
to build capacity for development of tourism management plans, vista 
facilities, interpretation and guiding  as well as awareness raising  
programmes, for building  connections  with the commercial tourism 
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industry, and for  encouraging sustainable source  of revenue raising 
mechanisms (Wells, M. & Brandon, K. 1992).   
 
1 Tourism in protected areas of Kenya  
 
What system can protected areas use to raise funds from tourism? To 
what extent should protected areas raise funds from tourism?  
The Kenyan government should learn that protected areas that receive 
high levels of visitation can exactly generate significant financial resources 
through tourism Wells, M. & Brandon, K. (1992). Also on the other side 
the Kenyan government also should know as to what extent to which it 
may be accepted for protected Areas to focus to tourism industry as a 
source of raising funds for their expenditure and conservation plans 
Eagles, P., McCool, S. & Haynes, C. (2002) 
 
1.1 Conservation Funding & Tourism  
Protected areas of tourism resorts in the Kenyan tourism industry were 
first set up during the colonial epoch (Buckley, R., 2003). They were 
funded by the colonial governments   and at the same time maintained as 
assets for their nations for their industrial development (Eagles, P., 
McCool, S. & Haynes, C. 2002). When the said protected areas were 
launched in Kenya, comparatively the Kenyan Populations were smaller 
than today’s, transport links to protected tourist areas were generally 
poorly developed (Dharmaratne, G. S., Yee Sang, F. and Walling, L. J. 
2000), however the Kenyan population pressures on protected tourist 
areas were far lower than at the present growing population 
(Dharmaratne, G. S., Yee Sang, F. and Walling, L. J. 2000).  Equally the 
Kenyan population populations have grown and pressures on the 
environment and wildlife have grown so highly, actually the importance of 
protected tourist areas, as well as conserving biodiversity, has been highly 
accepted. At the present emerging global level, it has encouraged the 
development and implementation of the Convention mainly on Biological 
Diversity, hence motivated the protected areas increased to more than 50 
tourist destinations in the tourism industry in Kenya (WWF 
2004).Comparatively competition has increased and more pressure on 
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protected areas has increased more tremendously, and attracted pressures 
to open these protected tourist areas for agriculture, forestry and oil and 
mineral extraction (Buckley, R., 2003). However the said above more 50 
tourist resort in the Kenyan tourism industry of which are nationally-
designated protected areas each require  sustainable financial support for 
their maintenance, however  the said expenditure or  cost of maintaining 
the  protected areas will be require and the cost of conservation of 50 of 
the top Kenyan  national and  the global  biodiversity hotspots has been 
estimated at USD 500 million a year (Glossing, S 2002 ) equally in the 
Kenyan tourism industry resorts  very few protected areas  generates  
sustainable  income mainly to  cover their maintenance costs at  present  
emerging global tourism industry. in the Kenyan tourism industry , (Wells, 
M. & Brandon, K. 1992)  Protected areas have traditionally relied on 
support from the government, but the costs of  conservation while 
relatively low, represent a significant amount for governments, particularly  
those in developing countries like Kenya and those with economies in 
transition, to provide sustainable  Revenue from government sources is 
now in sustainably available, as well as the demand to balance 
environmental and economic requirements are becoming problem in 
Kenya. Finally the Kenyan government must learn that  there is an urgent 
need to find  the accepted means  mainly to  finance the  protected areas 
to be able to generate sufficient funds to make a contribution to their   
expenditure ( Chase, L.C., Lee, D.R., Schulze, W.D., and Anderson, D.J. 
2000, Dharmaratne, G. S., Yee Sang, F. and Walling, L. J. 2000)  have 
indicated, the need to foster economic opportunities based on the tourist 
protected areas, as well as  for development of mechanisms   to encourage 
the  protected areas achieve financial sustainability.  Comparatively some 
of the examples of protected areas that is successful in raising substantial 
amounts of revenues from various.  
 
(4)Tourism in protected areas  
 
The other factor relates to the ability of a protected area to manage 
tourism WWF (2004).  In comparison with the other protected tourist 
resorts that manage sustainable tourism and raise considerable revenues 
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from tourism, the analyzed are well located in the Kenyan tourism 
industry and are easily accessible to large markets (Gossling, S 2002). For 
many protected areas, particularly in the Kenya tourism sector  
comparatively there it tourism circle is smaller and less secure, and the 
sites themselves under-funded hence, the said Kenyan tourism resorts  
may not have sufficient human or financial resources to cover the start-up 
or even running expenditure of tourism activities in the protected areas 
(Gossling, S 2002).  In addition to the above factors the effect of tourism in 
a protected area in the Kenyan tourism industry on future tourism 
development that might affect those protected areas of visitation 1 WWF 
(2004).  Apart from the Kenya tourist resorts in comparison with the other 
parts of the world there are many examples around the world where small-
scale tourism has encouraged further under controlled developments that 
result in both environmental degradation and a poor value of an area for 
visitation (Eagles, P., McCool, S. & Haynes, C. 2002). This can happen as 
much through poor information distribution by the informal sector of the 
economy mainly like that of the service sector like bars, restaurants and 
cheap accommodation.  Equally it is very much important for the Kenyan 
government to note that  long term approach is being taken mainly to 
tourism protected areas and at the same time to encourage sustainable 
development can be managed so that to sustain accepted conservation 
(Eagles, P., McCool, S. & Haynes, C. 2002). The Kenyan government has to 
know the above so said needs sound effective planning as well as 
integration   of tourism and conservation issues mainly at protected areas 
with wider regional plans, and strong support from Kenyan government 
authorities, local communities as well as the tourism sector (Buckley, R., 
2003). 
In relation to the above tourism industry has been highly accepted that it 
can have a large number of impacts on protected areas, and that these 
need to be managed effectively.  The mentioned  impacts of the tourism 
industry  include disturbance to wildlife, which can  discourage  feeding  
as well as the breeding success,  on the other side destruction to the  to 
sites mainly  through trampling  as well as  erosion along footpaths and 
even the  viewing sites, and damages  from solid and liquid wastes if these 
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are not  controlled sustainably .Equally some of the species and habitats 
are more susceptible to these damages  than others and  due to that  
tourism may  change the nature  of biodiversity in protected  tourist 
resorts (Laarman, J.G. and Gregersen, H.M., 1996). The control and sound 
management of these impacts needs well trained staff to manage visitors 
as well as reduce visitor damage, investment inappropriate infrastructure 
mainly like erection of trails and interpretative signs, and even the 
provision of sanitary and waste management facilities, and planning for 
the accepted management of tourism. Protected tourism sites mainly 
require enough financial support if only the Kenyan government is to be 
able to control and manage tourism objectives including the conservation 
goals, hence it is recommended that encourages raising the required funds 
from the tourism industry (Eagles, P., McCool, S. & Haynes, C. 2002). 
However the Kenyan government should note that it is essential to manage 
as well as avoid advance impact mainly from tourism of which also may 
lead to cost protected tourist resort. the protected tourist areas  requires to 
take the following into consideration ; (Buckley, R., 2003), to cover the cost 
of  the management of the tourism with the main target of minimizing the 
intensity of damage, to provide and maintain the required appropriate 
facilities for tourist, to encourage the nature of awareness mainly among 
the tourist about the importance of conservation and also participate over 
the same, to control the nature of the tourism that the tourist activities 
may cause; to encourage the  generation of the revenue from tourism that 
can be used to support general conservation programmes (Gossling, S 
2002).   The Kenyan  government through the ministry of tourism should 
be  to demonstrate through tourism the long-term  importance of 
conservation both nationally and locally by generating tangible benefits for 
local communities supporting tourism products  – for example, by 
generating employment  as well as stimulating private sector activities  
also the extent to which protected areas will be able to  attain the targets, 
depends on  various factors, including national legislation and restrictions 
that may apply to them, and even  the institutional structures through 
which they are  managed (Eagles, P., McCool, S. & Haynes, C. 2002). The 
nature of revenues generation may also be used as the main means to 
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assist in the management and control of protected areas, through using 
pricing as a method of assist in controlling visitor levels to different tourist 
locations as well as for different activities within the protected tourist 
resorts in Kenya (Eagles, P., McCool, S. & Haynes, C. 2002). 
 
(5)Six survival essentials for protected areas in the Kenyan tourism 
industry 
 
In the Kenyan tourism industry the development of the  protected  tourist 
resorts  depends on the quality of its natural features, as well as the  
support from local communities and key stakeholders, political support 
through  the Kenyan government policies and practices, and even the 
nature of the  allocation of sufficient financial resources  and human 
resources for effective conservation and management, encouraged  by clear 
plans and management systems for the tourist resorts Convention on 
Biological Diversity (2004). These analyzed factors are interlinked, and for 
successful protection of sites, need to be exactly supportive: however, if 
there is motivated and good social as well as political support for a 
protected tourist resorts, hence it may be easier for the Kenyan 
government to obtain the required financial and human resources required 
for its sustainable  management and control (Eagles, P., McCool, S. & 
Haynes, C. 2002).  In addition to the above, the more the said a protected 
tourist resorts shows not only that it protects the required high quality 
natural features, but that these features create economic advantages 
mainly through tourism, as well as by providing environmental services, 
comparatively the system of Kenyan political as well as social support for 
its survival is likely to be increased (Laarman, J.G. and Gregersen, H.M., 
1996). It is important to recognize that the accepted possibilities for 
protected tourist resorts to improve and even raise funds through tourism 
are part of development factors (Gossling, S 2002). However we have to 
take into the consideration that even if these funds are not sustainably 
utilized for conservation purposes as expected, but returned to the Kenyan 
central government, this can encourage valuable political support for 
continued protection of the tourist resorts (Norris, R., 1999). 
Comparatively, if surrounding communities like the Maasai are benefiting 
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from tourism generated around protected area, then this encourage local 
support for conservation, even if the income that the protected area 
receives from tourism is not enough Convention on Biological Diversity 
(2004). Equally, tourism to protected areas encourages non-economic 
benefits that are of value to sites for their continued development (Van 
Sickle, K., and Eagles, P.F.J. 1998).  
Social support Links with local communities and key stakeholders and 
their support for conservation, a Political support Policies and practices of 
national and local governments to support conservation, Human resources 
Sufficient trained staff for effective conservation management, Financial 
resources sufficient funds for effective conservation management, Goals & 
Strategies clear plans for conservation with management system 
implement and monitor (Van Sickle, K., and Eagles, P.F.J. (1998). and 
finally the natural features High quality biodiversity, landscapes, and/or 
geology Tourism and protected area financing ,Chase, L.C., Lee, D.R., 
Schulze, W.D., and Anderson, D.J. 2000)  handling of commercial tourism, 
provision of visitor facilities, development and implementation of 
management plans, and building relationships with other stakeholders 
including tourism businesses. These are major constraints towards more 
effective approaches by protected tourist resorts to tourism and revenue 
rising consistent with conservation goals (Van Sickle, K., and Eagles, 
P.F.J. (1998). The CBD’s Programme of Work on protected Areas 
Convention on Biological Diversity (2004)  also highlights the significance 
of multiple uses of protected areas, the need to ensure sustainable 
development of the  site-based planning and management,  as well as  for  
positive participation  of stakeholders in  the development of the tourist 
resorts (Eagles, P., McCool, S. & Haynes, C. 2002). In order to prevent and 
discourage negative impacts, the Programme motivates for environmental 
impact assessments for plans and projects with potential to have effects on 
protected tourist areas, Chase, L.C., Lee, D.R., Schulze, W.D., and 
Anderson, D.J. (2000), and for sustainable and timely information   
distribution between all organisations and stakeholders that are involved 
(Buckley, R. 2003).  While taking the above so analyzed essentials for 
protected areas need to be kept into consideration by the Kenyan 
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government when analyzing the possibilities for protected areas to raise 
funds from tourism (Laarman, J.G. and Gregersen, H.M., 1996). Also we 
have to understand that the protected areas can be funded from other 
sources, mainly including  government funding, multilateral and bilateral 
donor funding, donations from philanthropic foundations, corporations 
and even  individuals, as well as by raising revenues from people visiting 
or operating businesses associated with these tourist resorts (Buckley, R. 
2003).  
Government funding (mandatory or discretionary) Public investments 
Multilateral and bilateral donor funding,  
Donations from philanthropic foundations, corporations and individuals 
Revenue-raising methods included the following; 
o Protected area entrance fees, Recreation service fees, special events and 
special services, (Eagles, P., McCool, S. & Haynes, C. 2002)  
Accommodation, transportation and guiding, Parking , Equipment rental, 
Food sales (restaurant and store), Merchandise sales (equipment, clothing, 
souvenirs), Licenses, permits, and taxes, Licensing of intellectual property, 
Sale or rental of image rights (e.g. for taking photographs) (Dharmaratne, 
G. S., Yee Sang, F. and Walling, L. J. 2000). 
 
(6) Tourism and protected area financing  
Streams that are suited to the specifics of each particular protected area, 
and which together offer greater stability of funding flows than any one 
mechanism could provide on its own. The majority of the protected areas 
reviewed in this report combine a range of funding methods. The focus of 
any portfolio of revenue streams will inevitably depend to some degree on 
the features of different protected areas. For example, generation of 
revenues through fees, concessions and sales is most likely to be 
appropriate in protected areas where visitation levels are high. Newly 
established protected areas may find that they can obtain bilateral or 
multilateral funding for their start-up phases, perhaps leading through to 
establishment of a trust fund, particularly if their biodiversity is of global 
significance. Protected areas with strong links to national heritage and 
culture may be better placed than others to generate funds from 
government taxes or levies, trust funds, and campaigns for corporate 
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support, while areas harboring ‘charismatic’ flora and fauna are well 
suited to raising support from the corporate sector through cause-related 
marketing. 
 
(7) Tourism Markets and Protected Areas 
  
According to the World Travel and Tourism Council and the Kenya tourism 
board 2004 (KTB),  have analyzed that the economic activity from travel 
and tourism will generate USD 5,4909 billion in 2004, supporting more 
than  73 million jobs directly in the global (Norris, R., 1999). In the Kenyan 
tourism economy for the last years, tourism has been growing at a very 
high rate as it may be compared with the global average rate of 4.5 
percent; this rate of growth is forecast to continue (Van Sickle, K., and 
Eagles, P.F.J. 1998). Growth of tourism to some of the least developed 
countries is far higher than this   average, and tourism is an indicating a 
growing importance mainly to the economic development mostly for the 
developing economies. in comparison with the global tourism the Kenyan 
tourism industry  requires lower capital expenditure mainly  for job 
creation than other industries in the Kenyan economy, and generates 
employment particularly for women and young people more so the 
surrounding communities like the maasai , as well as providing 
opportunities for entrepreneurship and development of small firms (Norris, 
R., 1999) . In addition to the above, however, tourism also has negative 
impacts on the Kenyan economic development.  More so environmental 
destruction (Norris, R., 1999).  
  
However the tourism comprises a variety of market segments. The main 
market segments that affect  
Protected areas in Kenya are mass tourism, adventure tourism and eco-
tourism/nature-based tourism (Eagles, P., McCool, S. & Haynes, C. 2002).  
 
(8)Mass tourism 
 
Mass tourism in the Kenyan tourism industry is the largest component of 
the international tourism market. Mass tourists are searching for relaxing 
holidays of which often based around with ‘sun, sea and sand’ and 
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entertainment (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001). 
Equally in the Kenyan tourism industry most mass tourism holidays are 
sold to tourists as holiday packages that comprise flights, local transfers, 
accommodation and meals, and which are organized and marketed by tour 
operators in the Kenyan tourism industry (Laarman, J.G. and Gregersen, 
H.M., 1996).  In addition to the above, part of their holidays, mass tourists 
may decide to go on one or more local attractions of which may included 
local towns, shopping areas, as well as theme parks, but also may include 
visits to famous sites like the maasai Mara tourist destination, lake 
Nakuru, and many more other tourist destinations of which may be in 
protected areas (Van Sickle, K., and Eagles, P.F.J. 1998).  
Mass tourists tend to be more likely to visit cultural sites like mount 
Elgon, lake Magadi and other more cultural destinations rather than 
natural sites, but some excursions incorporate areas of visitation mainly to 
the natural sites to view wildlife, to enjoy the surroundings, or to 
participate in hiking or walking, boat trips, snorkeling or scuba diving and 
other enjoyment facilities within the tourism industry in Kenya.  In 
addition to the above within the mass tourism segment in the Kenyan 
tourism industry, there is always a growing demand for excursions, as well 
as consequently where protected sites located near to mass tourism 
resorts, equally there may be opportunities to work with the tour operators 
to encourage the development of excursions that visit linked to protected 
areas (Van Sickle, K., and Eagles, P.F.J. 1998).  
 
(9)Adventure tourism 
 
 In the Kenyan tourism industry, adventure tourism is one of a growing 
segment of the specialty tourism market, of which involves strenuous 
outdoor activities, and in some cases potentially dangerous tourist 
activities (Eagles, P.F.J. 1995)  mainly like  mountain biking, trekking, 
white-water rafting, and even  paragliding, of which  can include  travel in 
remote areas, some of which may be protected (Walpole, M.J., Goodwin, 
H.J. and Ward, K.G.R., 2001).  However, the main motivation for travel is 
adventure rather than to enjoy nature tourism.  Comparatively many 
outdoor activities involved in by adventure travelers are potentially 
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encouraging the degradation to site conservation. In relation to the above, 
mountain biking can cause serious degradation to paths and trails in 
fragile habitats, and even general disturbance to wildlife.  Actually It is 
important for protected tourist areas to manage and control any adventure 
tourism activities to maintain them away from the most sensitive parts of 
sites, and to control the amount and timing of adventure activities; and to 
increase awareness mainly amongst adventure visitors of ways to 
discourage their impacts and of the main conservation activities on the 
tourist destination Eagles, P., McCool, S. & Haynes, C. (2002).  
 
(10)Ecotourism/nature-based tourism 
 In the Kenyan tourism industry the main objectives of the 
ecotourism/nature-based tourism is to visit and see attractive natural 
environments and their wildlife, of which include bird watching, whale 
watching, game viewing, scuba diving, botanical tours and nature 
photography. According to World Tourism Organisation (WTO 2001) 
surveys in dictated that the key tourism generating markets, ecotourism 
enthusiasts are mostly people from relatively high social brackets, high 
levels of education, in the global tourism, comparatively in Germany, the 
market potential for ecotourism mainly lies in the region of some 14.5 
million travelers, while the current demand for the global tourism is 
estimated between 1 and 3 million Norris, R., (1999).  
Those who like touring are the people who are in their 40s, with sound 
educational background as well as with higher income between (Eagles, 
P.F.J. 1995) the German tourist‘s profile is similar to that of the UK, 
France and Canada, while the Spanish, Italian and US markets are 
slightly younger and lower spending (Walpole, M.J., Goodwin, H.J. and 
Ward, K.G.R., 2001).  According to the WTO surveys   report (2001), the 
US ecotourism market is now estimated to be smaller and lower spending 
than it was expected as well as the financial decisions based on this 
market has to be taken into consideration. Comparatively, ecotourism and 
nature-based tourism in general have been accepted as the main segments 
of the tourism sector that will generate and spread benefits into 
conservation. Equally, in order to encourage sustainable benefits from this 
type of tourism industry in the Kenyan tourism industry, it is important 
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for the Kenyan government, as well as conservation managers organs and 
even protected area administrators to understand these tourism markets 
and how to motivate as well as encourage the nature of tourism attraction 
in the Kenyan tourism industry (Norris, R., 1999).  
 
(11) How can the Kenyan tourism industry Manages tourism in 
protected areas?  
 
 The Kenyan government has to take into account that tourism can be a 
source of sustainable benefits for protected areas, in many cases, 
comparatively protected areas may not have the resources or access to 
investment that is needed to turn these potential benefits into a reality 
(Eagles, P., McCool, S. & Haynes, C. 2002), on the other side, may not be 
sufficiently able to control and manage tourism so that it remains in 
balance with conservation targets (Eagles, P.F.J. 1995). In relation to the 
above, any adverse impacts that are caused mainly due to the tourism are 
a cost to protected tourist resorts (Buckley, R., 2003).  the main objectives 
of the protected tourist resorts in Kenyan tourism industry is therefore to 
find possible means of working with the tourism sector to minimize the 
impacts of tourism and costs to a site of managing tourism industry 
mainly before exploring the potential of using tourism to raise revenues 
that can contribute to protected area management in the Kenyan tourism 
industry (Eagles, P.F.J. 1995).  
in order for the Kenyan government to  assist protected  tourist resort  as 
well as  non-governmental organizations to  address such said problems 
related to tourism, the Convention on Biological Diversity as well as the 
Kenya tourism board  has adopted a set of Guidelines on Biodiversity and 
Tourism (Lindberg, K. and R.H. Huber, Jr. 1993).  Equally the said are 
designed to provide a sound framework for the management of tourism 
within protected areas, of which include with the conservation and 
sustainable use of biodiversity. In addition to the above  the  CBD  and 
KTB’S Guidelines on Biodiversity and Tourism address market issues and 
tourism trends at all  stages  and the main  issue  for management of 
tourism in protected areas,  mainly like  establishing limits of acceptable 
change, zoning and control of tourism, impact management measures, and 
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promotion of responsible behaviours by tourists visiting protected  sites 
(Eagles, P., McCool, S. & Haynes, C. 2002). Comparatively the above said 
Guidelines of the CBD and KTB are applicable to all forms of tourism and 
tourism activities, and encourage the importance of effective planning 
controls on tourism development in the Kenyan tourism industry, and of 
public education, capacity building and awareness rising concerning 
tourism and biodiversity. in addition to that the CBD and KTB also  
encourages  the importance of collaboration between protected areas, the 
tourism sector, indigenous and local communities, national and local 
government authorities, and NGOs, in order to plan and control or  
manage tourism (Eagles, P., McCool, S. & Haynes, C. 2002). In particular, 
the World Commission on Protected tourist resorts according to the KTB 
2003, Protected areas provide opportunities for tourism, while the 
commercial tourism sector provides the opportunities and services mainly 
through accommodation, catering and transport, as well as marketing  for 
tourists to visit protected tourist resorts (Buckley, R., 2003). By combining 
the entrepreneurial skills and links to tourism markets that tourism 
businesses have, with the conservation skills of protected area managers, 
it is possible to provide a better understanding for tourists, and to 
circumvent a better contribution from tourism for protected area 
conservation (Lindberg, K. and R.H. Huber, Jr. 1993).  However the 
successful tourism in protected areas in the Kenyan tourism industry 
needs the ability to develop and market tourism products based on 
protected sites as well as, the ability to maintain the quality of these areas 
for the future generation. However the tourism potential of any protected 
in the Kenyan tourism industry  depends on a wide variety of factors 
mainly like  location, accessibility, market demand, proximity to popular 
tourism destinations, publicity, presence of local tourism businesses as 
well as the  infrastructure  specifically like accommodation, catering, 
guiding, etc.. (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001)  in 
addition to the above the ability of a protected area to manage and control 
tourism depends on the implementation of clear as well as sustainable 
management techniques or strategies, the scale of demand for vistas to the 
site, the staff as well as resources available for management of tourism 
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industry, and the legal and political environment covering wildlife 
protection in the Kenyan economic industry (Eagles, P., McCool, S. & 
Haynes, C. 2002). Comparatively the said factors vary considerably 
amongst protected areas of visitation, and it is therefore important for 
tourism and conservation techniques to be developed for each protected 
tourist resorts (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001). 
 
(12) Structures for Protected Area Management and implications for 
Financing  
 
 According to the Kenyan tourism board (KTB 2003)   indicated that the 
Kenyan government departments have responsibilities for the 
administration of the majority of protected areas (Lindberg, K. and R.H. 
Huber, Jr. 1993). However, factors such as shortages of government 
funds, lack of sufficient trained staff, and demands within governments 
and by donors for more efficient and ‘business-like’ management of 
protected areas, for their greater accountability, and for greater 
participation of key stakeholders mainly including local communities 
surrounding the tourist resorts like the maasai have   encourage 
sustainable eco-tourism development in Kenya and sustainable 
management of protected destinations (Walpole, M.J., Goodwin, H.J. and 
Ward, K.G.R., 2001).  
 
(13) Government departments  
 
In the Kenyan tourism industry the form of protected area management is 
managed by government departments. Protected tourist resorts in the 
Kenyan tourism industry are generally managed through Ministries of 
tourism as well as through specific sub-departments of these ministries 
Lindberg, K. and R.H. Huber, Jr. (1993). The responsibilities for protected 
areas may be allocated to the government of Kenya (Buckley, R., 2003).  
The Kenyan government may sometimes also have some limited 
responsibilities for protected area management. Funds for protected 
tourism resorts of which are managed by government departments depend 
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almost entirely on allocations made by government from the national 
budget (Eagles, P., McCool, S. & Haynes, C. 2002).  
In most developing economies like the Kenyan economies where there are 
severe budgetary constraints, the amount of government sources of 
revenue available for protected tourist resorts management is very low.  
However, some economies have legal restrictions that prevent government 
departments from generating their own incomes mostly like, providing 
concessions to businesses or which require any revenues raised by 
government departments to be returned to the national exchequer, 
equally, restrictions of this type may control protected tourist resort from 
supplementing their government funding with other sources of revenue 
(Eagles, P., McCool, S. & Haynes, C. 2002). Due to that, protected tourist 
resorts that are managed and controlled mainly through government 
departments are often poor funded. Also, protected tourist resorts 
managed and controlled in this way may be subject to poor and 
uncertainty associated with political issues at national level mainly, where 
protected tourist resorts management and policies are changed mainly due 
to the changes of government as well as a result may not be responsive to 
local developments and the development of the communities located in or 
around protected tourist resorts (Walpole, M.J., Goodwin, H.J. and Ward, 
K.G.R., 2001). The said local communities gain little if any of the benefits 
generated by protected tourist resorts managed or controlled by 
government departments, while experiencing disadvantages from the 
presence of protected tourist resorts (Lindberg, K. and R.H. Huber, Jr. 
1993).  Apart from the above the Kenyan government has introduced 
sustainable policies that help compensate local residents where they are 
affected by establishment of protected tourist resorts, by allocating them 
some of the tourism and protected area financing (Eagles, P., McCool, S. & 
Haynes, C. 2002)   Structures for Protected tourist resorts management 
and implications for financing  income raised by tourism in these sites: 
however the Kenyan government aims to share 25 percent of revenue from 
entrance fees with communities bordering protected areas (Eagles, P., 
McCool, S. & Haynes, C. 2002) .  
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 Comparatively, it is possible for all these factors to be addressed by the 
Kenyan government, but where the Kenyan government resources of staff 
and funds are stretched, making necessary improvements in protected 
tourist resorts management is generally a low priority alongside the 
number of more immediate issues that Kenyan government is required to 
manage sustainably (Buckley, R., 2003).  
 
(14) Parastatals  
 
 In the Kenyan eco-tourism development, a parastatal is essentially a 
public sector organisation with some elements commonly found in private 
sector organisations (Lindberg, K. and R.H. Huber, Jr. 1993). The main 
advantages of parastatals in the tourism industry include; their nature of 
flexibility to set fees and charges, establish funding mechanisms like 
concessions, as well as respond to customer needs; their ability to retain 
the resource they earn which encourages a resulting incentive to generate 
funds mainly through greater entrepreneurship; and their freedom to 
implement and control the system of staffing policies based on efficiency 
and market salaries (Buckley, R., 2003). Equally in the Kenyan tourism 
industry parastatals are also less tied to political changes it may be 
compared with the government departments and at the same time are able 
to operate more independently. Hence the above is particularly important 
to their success; more so as they are less discouraged by changes of 
government policy (Laarman, J.G. and Gregersen, H.M., 1996). In the 
Kenyan eco-tourism industry as it may be compared with other global 
tourism economy the said parastatal agencies have been established in 
countries where institutional arrangements inhibit protected tourist 
resorts from themselves providing the diversity and quality of tourism 
opportunities from which the collected revenue resources  flows back into 
the protected  tourist resorts. In various countries, including Kenyan 
economy , Tanzania, South Africa, , the response to the above  has been to 
establish parastatal agencies, which operates more  like companies within 
the public sector, and which operate  without any much government 
control. Eagles, P., McCool, S. & Haynes, C. (2002). In the Kenyan tourism 
industry, the emergence of the tourism parastatals is in keeping with the 
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development towards decentralization that has been taking place since the 
regime in 2000 (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., (2001). 
Generally, parastatal agencies should be managed by a Board of Directors 
who is experts in various aspects of tourism, business and protected area 
management and control. The above said members create important 
connections to the commercial world, equally enhancing the sound 
financial gain by the protected tourist resorts (Laarman, J.G. and 
Gregersen, H.M., 1996). However, Kenyan parastatals do not have as 
much autonomy and flexibility as compared with private sector 
organisations because they are responsible for public resources and 
therefore remain accountable to the public as a whole (Lindberg, K. and 
Halpenny, E., 2001).  On the other side the said Kenyan parastatals are 
unable to make decisions  on the basis of business criteria mainly  
because they need to maintain non-profitable protected areas as well as 
the profitable ones, and they should provide benefits to local communities 
more so the communities surrounded by the tourist resorts (Eagles, P., 
McCool, S. & Haynes, C. 2002).  The above analyzed parastatal, their 
Boards of management are usually appointed by the Kenyan government 
and may be based on political or other vested interests rather than ability 
as well as commitment. The said board of management of the tourism 
industry , the local  public  will often  regard them as public sector 
organisations and may object to their paying higher benefits like salaries, 
and even  entering into business contracts, as well as deviating from 
government procurement processes (Lindberg, K. and Halpenny, E., 2001). 
in relation to the above (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 
2001), there is also a risk in the sense that since the Kenyan government 
underwrite the budgets of parastatals, they may not apply the same 
criteria to business decisions when comparing with private companies, of 
which may result to poor operation as well as less efficiently than an 
equivalent private company operating in the same industry (Eagles, P., 
McCool, S. & Haynes, C. 2002).  
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(15) Private Sector 
  
In the Kenyan tourism industry the Kenyan government ,in  some  cases,  
Kenyan government have transferred management of specific protected 
areas as well as tourism services  to companies in the private sector 
(Lindberg, K. and Halpenny, E., 2001). Transfer agreements between the 
governments and private companies concerned,  in such connections the 
obligations of private company managers to ensure protection of the site 
sound service provision  , while providing flexibility to encourage the 
private  companies to develop revenue sources  that can be used to fund 
protected resorts  management as well as  to generate profits  mainly , 
through wildlife-related tourism products , and establishment of tourist 
lodges and other services in the tourism industry (Eagles, P., McCool, S. & 
Haynes, C. 2002).  
 The structures for protected tourist resorts management and implications 
for financing, in the Kenyan tourism industry, a number of protected 
tourist areas have been established by privately-owned companies on 
privately-owned land, particularly in Southern Africa as well as Kenyan 
tourism industry (Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001). 
These protected tourist areas in the Kenyan tourism industry operate on a 
commercial basis, and generate sustainable financial resources through 
tourism. Several have been established on land of previously limited 
wildlife interest  in relation to the above  a good example is, on farmlands  
which have been developed and have built up good wildlife populations 
mainly through reintroductions, breeding programmes, and effective 
conservation management and control  given that  they can indicate the 
commercial value of operating protected  tourist areas and associated 
tourism activities and products, the private companies involved are able to 
generate and   raise any additional finance resources  that may be needed 
for management improvements through investment via the financial 
markets (Lindberg, K. and Halpenny, E., 2001).  
 
(16) Community Organisations  
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In community-based management of protected tourist resorts in the 
Kenyan tourism industry, management and control is transferred to some 
communities with a recognized association with the protected area. 
However the communities to which management is transferred are 
identified as having either current or previous ownership or settlement of 
the protected areas concerned, or usage rights over those tourist resorts 
Gossling, S., 1999, (Lindberg, K. and Halpenny, E., 2001). In comparison 
to Kenyan tourism industry the said approach has been used more so in 
Southern Africa, to return land in protected areas from which 
communities were evicted under the apartheid regime in South Africa 
(Buckley, R., 2003). Community-based management schemes have 
advantages in that the benefits resulting from sustainable management 
and control of protected tourist resorts can be shared by the communities, 
and these communities are able to manage their use of the land, its 
wildlife and natural resources in an integrated system (Walpole, M.J., 
Goodwin, H.J. and Ward, K.G.R., 2001). This therefore avoids conflicts 
that can often arise between communities and protected area managers 
under other forms of protected area management. In relation to the above, 
in addition to the above analysis, communities will generally lack the 
required skills and capacities that are needed for successful conservation 
and management of protected tourist resorts, and depending on the 
specific ways in which individual community-based management schemes 
organized, may wish to undertake a wide range of potential activities on 
the land concerned, of which conservation and protection is accepted 
Ross, S. and Wall, G. (1999), (Buckley, R., 2003).  The Kenyan 
communities surrounding the protected areas are also unlikely to have the 
skills to develop and market more than basic types of tourism product 
(Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001). These issue  can 
generally be addressed by providing technical and capacity building 
support to communities involved in community-based management of 
protected areas, by adopting  legal limits on what uses and types of 
management and control  are accepted  in the tourist areas concerned 
when community-based management schemes are set up, and by  
encouraging sustainable negotiation management agreements with 
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communities under which management of some areas is leased to other 
organisations which pay fees for the right to use specific areas under 
conditions that are set out in a contractual agreements with the 
communities concerned (Lindberg, K. and Halpenny, E., 2001).  However 
in the Kenyan tourism industry, for the said community based 
management of protected areas to succeed, the Kenyan government 
should ensure that the following elements have to be attained;  
• Sound external support, capacity building as well as awareness rising 
provided by protected area administrations and managers (Walpole, M.J., 
Goodwin, H.J. and Ward, K.G.R., 2001 Tisdell, C. and Wilson, C. 2002) 
• Effective demonstration that the economic benefits that communities can 
gain from conservation are at least as good as those obtainable from other 
uses, both for the Community as a whole, mainly like, Provision and 
maintenance of schools, health facilities, etc Ross, S. and Wall, G. (1999), 
(Buckley, R., 2003).  
• Ensure sustainable integration of community requirements into the 
protected area management approach of which may include, accepting the 
community decides how to balance potentially conflicting uses, such as 
grazing, alongside protection (Lindberg, K. and Halpenny, E., 2001)   
•Sustainable realistic development and pricing of revenue raising activities 
like the matching prices to market demand within the target area limiting 
development to a scale that can be sustained by the target market and 
which does not exceed local carrying capacity of acceptable change of the 
environment and wildlife of protected tourist resorts or areas (Walpole, 
M.J., Goodwin, H.J. and Ward, K.G.R., 2001)  
•Effective decision-making and management structures within 
communities, with decisions being taken democratically with the 
participation of all community stakeholders mainly surrounding the 
tourist resorts, and transparency and accountability in the management of 
revenues  derived from protected areas as well as discouraging the 
corruption within the industry (Buckley, R., 2003).  
 
 
(17) NGOs  
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 The Kenyan governments have transferred responsibilities for protected 
area management to qualified and experienced NGOs. Such transfer 
agreements between governments and NGOs  indicated  the obligations of 
the NGO managers to ensure a sound and sustainable  protection of the 
site, while  encouraging  flexibility to allow NGOs to  raise  revenue 
streams that can be used to  finance  protected area mainly, through 
wildlife-related tourism, or sale of concessions to private businesses. On 
the other side if the Kenyan government accepts that the management is 
transferred to a large international NGO, then that NGO may be at the 
position of   raising finance resources and donations from its members to 
encourage and support protected tourist resorts Ross, S. and Wall, G. 
(1999), (Buckley, R., 2003).  
 In addition to the above the NGOs may also be able to attract donations 
from visitors to the tourist sites that they manage (Laarman, J.G. and 
Gregersen, H.M., 1996). However, in relation to the above, the financial 
security of arrangements for management of protected areas by NGOs 
depends on the size as well as the management of the NGOs involved in 
the same tourism industry (Walpole, M.J., Goodwin, H.J. and Ward, 
K.G.R., 2001) Tisdell, C. and Wilson, C. (2002).  
NGO management of protected areas in the Kenyan tourism industry can 
potentially operate in a wide range of settings, mainly including in tourist 
areas where there are limited possibilities for development of sources of 
funds from tourism or other commercial activities, and at the same time 
where management by private companies would therefore not be the 
alternative (Buckley, R., 2003).  
 
(18) Hybrid arrangements & partnerships 
 
The Kenyan government as well as the tourism department or ministry 
must be informed that, management of protected areas includes the 
balancing of a wide range of interests, mainly including the legal 
responsibilities of the Kenyan government and tourism industry’s 
departments and agencies for planning and protection of sites, the 
interests of local communities and the private sector, as well as that of 
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NGOs concerned with conservation (Buckley, R., 2003 Ross, S. and Wall, 
G. 1999). 
However, in the Kenyan tourism industry, none of the structures analyzed 
above exactly incorporates all these interests, or is able on its own to 
manage as well as encompass the full base of expertise that is available 
across these different types of organisations.  For the Kenyan government 
and the ministry of tourism  to solve this, have encouraged some protected 
areas  to  developed structures, such as advisory boards and liaison 
committees  that are  mainly designed to bring together these different 
interest groups, and to distribute   for them to input to plans and 
decisions on protected area management. The said boards or committees 
may be launched or established mainly on an informal basis, or through 
more formally constituted arrangements, equally some of which may 
involve government approval or legislative changes: they provide 
complementary structures to encourage and assess site management 
(Walpole, M.J., Goodwin, H.J. and Ward, K.G.R., 2001). The main 
importance of the above may include encouraging additional expertise and 
capacity into protected tourist resorts management, establishing 
sustainable channels to raise financial sources that are invested for use in 
conservation, and for building better understanding with local 
communities and businesses (Laarman, J.G. and Gregersen, H.M., 1996). 
Comparatively  Hybrid arrangements and partnerships also provide 
important sources mainly from  raising  financial sources for protected 
areas, more so  where protected areas are protected  from raising 
sustainable revenues on their own (Buckley, R., 2003).  However the  fund 
raising partnerships are equally  based around non-profit system or NGOs, 
which are able to raise financial sources  by other  means, like  through 
donations and, in the case of NGOs, some business activities such as sale 
of products and services (Laarman, J.G. and Gregersen, H.M., 1996). 
Fundraising activities are generally explicitly linked to the protected areas 
where funds will be sustainably used to finance the conservation projects. 
In addition to the above the NGOs involved will generally have some form 
of understanding with the protected areas concerned over both use of 
funds raised, and use of the names and logos of protected areas for fund 
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raising purposes (Buckley, R., 2003). In the Kenyan tourism industry 
some protected areas have themselves joined together to pool their 
resources to market the tourism they offer, and through this to try to 
direct tourism to lesser visited sites and away from areas that are already 
saturated by visitors. Some heavily visited sites may also allocate a portion 
of the revenues generated by tourism to assist conservation and tourism 
projects at less visited tourist resorts (Lindberg, K. and Halpenny, E., 
2001).  
 
(19) Funding Methods  
 
 In the Kenyan tourism industry, the protected areas that plan to raise 
funds from tourism will need to select and implement suitable and 
sustainable fund raising methods for the development of the protected 
areas (Lindberg, K. and Halpenny, E., 2001). The main mechanisms that 
protected areas use to raise funds from tourism are; Entrance fees, User 
fees, Concessions and leases, direct operation of commercial activities, 
Taxes, and Volunteers and donations (Walpole, M.J., Goodwin, H.J. and 
Ward, K.G.R., 2001), Ross, S. and Wall, G. (1999). Comparatively, the 
suitability of this system for any particular site will depend on a variety of 
factors, mainly including the scale of tourism at the site, where tourism 
takes place within the site, access points, as well as the way in which the 
commercial tourism sector interacts with the site (Lindberg, K. and 
Halpenny, E., 2001 Tisdell, C. and Wilson, C. 2002).  
 
(20) Entrance fees  
 
Entrance fees – fees charged to visitors for entrance and access to 
protected areas. 
Determining an appropriate protected area entrance fee; is the one that 
covers the protected area's capital costs and operating costs,  as well as   
indirect costs of ecological damage is the best and most used method for 
management agencies to capture a larger share of the economic value of 
tourism in protected areas (Laarman, J.G. and Gregersen, H.M., 1999). 
The  protected areas use some method of fee system, but few currently 
generate substantial revenues from this (Walpole, M.J., Goodwin, H.J. and 
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Ward, K.G.R., 2001), Ross, S. and Wall, G. 1999), however the charges do 
not reflect the service and product offered by the protected area. Apart 
from the above in the Kenyan tourism industry there has been  slow move 
mainly  to charge the full cost of  managing and controlling the protected 
area  mainly due to some reasons like, traditionally, protected areas have 
been funded from the national  treasury as a public good; a collection  as 
well as  accounting mechanism may be difficult and expensive to manage; 
and there may be a fear of disagreement mainly from  consumers, in 
addition to the above the consumers are willing to spend more if they 
know their money  will be  invested to enhance their experience or 
conserve the special area they are visiting, and that the consumers  are  
willing to pay higher entrance fees than those currently charged, 
particularly for protected areas with a high level of demand (Buckley, R., 
2003). Actually , there has to be an element of market pricing here in that 
the consumers are  will pay more for a unique attraction tourism products 
, and the protected areas have to show a high level of good management 
and control (Lindberg, K. and Halpenny, E., 2001). Tourists are far more 
willing to accept and pay entrance fees where it is clear that they are being 
used by protected areas’ product improvement as well as the  quality of 
services provided to tourists and for conservation purposes (Walpole, M.J., 
Goodwin, H.J. and Ward, K.G.R., 2001) Tisdell, C. and Wilson, C. (2002). 
However in the Kenyan tourist resorts the entry fees are sometimes 
collected at the point of entry to the protected area, with a set amount per 
car or per individual (Buckley, R., 2003, Ross, S. and Wall, G. (1999). In 
some cases ‘point of entry’ collection may be a problem mainly due to the 
size of the protected area or if there are multiple entry points. In such 
cases, the Kenyan ministry of tourism should know that it will be easier as 
well as effective to levy user-fees mainly at the point of activity. 
 In addition to the above, the ministry of tourism must take into 
consideration that, diving or car-parking (Green, E. and Donnelly, R., 
2003). Comparatively the entrance fee may include an immediate tangible 
‘good mainly in the form of a map and/or information on the protected 
area (Van Sickle, Kerry and Paul FJ Eagles. 1998). However the ministry 
should establish a policy on entry fees mainly by defining the purposes of 
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the fee program (Ross, S. and Wall, G. 1999). Also on the other side the 
nature of pricing policies generally should be set at national level 
(Gossling, S., 1999). In relation to the above some tourist destinations, it 
may be decided that each protected tourist resorts should then use these 
policies to set their own prices, comparatively, while in other destinations 
centralized governmental control may be necessary to provide an overview 
of relative pricing between protected tourist areas at national level or on 
the other side, it would be possible to implement a visitors’ pass system for 
access to several protected tourist destinations (Green, E. and Donnelly, 
R., 2003). However some protected areas have begun with a single level of 
admission fee and gradually developed a differential pricing system 
(Dharmaratne, G.S., Yee Sang, F. and Walling, L.J., 2000). This 
sophisticated pricing system allows protected areas to charge visitors 
according to some reasons like the time of year, the level of service 
provided and the income or place of origin of the visitor (Lindberg, K. 1991, 
Gossling, S., 1999). However, comparatively, a lower price may be charged 
to domestic visitors with the main motives of encouraging them in 
conservation, and to reflect the ability of domestic visitors to pay, while 
accepting   or motivating higher fees to be charged to international tourists 
from rich or high income economies (Tisdell, C. and Wilson, C. 2002).  
Hence many protected tourist resorts in the Kenyan tourism industry now 
adopt such a system as analyzed above (Van Sickle, Kerry and Paul FJ 
Eagles. 1998). In relation to the above analyzed Egyptians pay $1.20.  The 
Egyptian tourism department allows lower fees for students, senior 
citizens or groups. In some tourist destinations, conservation legislation 
does not allow implementation of a two-tiered pricing system 
(Dharmaratne, G.S., Yee Sang, F. and Walling, L.J., 2000).  Tourist 
destinations like that in Indonesia (Ross, S. and Wall, G. (1999), Gossling, 
S., 1999) entrance fees for most protected areas are only $ 0.25, with some 
protected areas and reserves enforcing the use of tour guides to increase 
revenue.  on the other side,  the admission fees can be used as a tool to 
keep the number of visitors within tourist resort’s carrying capacity or to 
limit growth rates, so that planning, management and control are not 
outpaced by development (Ross, S. and Wall, G. (1999), Gossling, S., 
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1999). Comparatively, developing country protected  tourist resorts like 
Kenyan tourist destinations  authorities in particular  is  lacking the 
required  skills to assess and manage tourism flows in this manner (Van 
Sickle, Kerry and Paul FJ Eagles. 1998, Lindberg  K. (1991). 
However in relation to the above if there is force from the private sector to 
allow increased visitation, then the costs of collecting fees have to be 
assessed where a pricing policy is considered (Green, E. and Donnelly, R., 
2003). The direct costs include salaries and the installation and 
maintenance of toll-booths, with additional administrative costs of 
accounting and control, data processing and reports, and indirect costs 
such as personnel training, security, and public relations. Because of such 
costs, in protected areas with few visitors it may not be worth collecting 
entry fees (Tisdell, C. and Wilson, C. 2002). Equally the most important 
market consideration is that more unique destinations can charge higher 
prices (Lindberg, K. 1991, Walpole, M. J., Goodwin, H. J. and Ward, K. G. 
R. (2001). For instance, the Galapagos National Park makes a major 
contribution to national revenues and is reported to have recouped nine 
times its management costs in admission fees since, given its unique 
characteristics, uncommonly high entrance fees can be charged (Ross, S. 
and Wall, G. 1999) . In comparison to the above the Mon Repos National 
Park in Queensland, Australia, is a good example of where tourists are 
willing to pay relatively high admission fees for the rare opportunity of 
viewing sea-turtles (Van Sickle, Kerry and Paul FJ Eagles. 1998).  In 
addition to the above the National Parks Service in the US has set up a 
demonstration project under which 20 percent of the entrance fees from 
heavily visited protected areas are transferred to a rare visited one (Van 
Sickle, Kerry and Paul FJ Eagles. 1998). 
While on the other side the financial resources that are used to support 
investment in lesser visited protected tourism resort that has very limited 
potential to raise their own funds from tourist (Tisdell, C. and Wilson, C. 
2002 Blom, A., 2000).  In relation to the above  fees can be  determined  
according to market principles mainly  based on elasticity of demand  as 
well as  willingness to pay,   however, the level of fees determination  on 
the base of  cost-based  as well  as the  market`-based  system  and even 
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the  political acceptability, reflecting the ability  as well as the  willingness 
to pay of the user, the cost of service  provided, the quality-price ratio for 
the service received, as well as  policy  targets such as  distributing  low-
cost recreational facilities for nearby  to the urban dwellers or a high-
quality product aimed at maximizing revenue from overseas  tourist (Blom, 
A., 2000). In addition to the above   conservation management element has 
to be taken into consideration comparatively the above may indicate that 
the fee charged may be higher than for similar services outside the 
protected tourist resorts, the said motivates well distribution of the 
required information mainly to the end-users as to why the higher price is 
being charged for the tourist products (Blom, A., (2000), Goodwin, H., 
Kent, I., Parker, K. and Walpole, M. (1998).  
 in relation to the above I the case where tour operators are involved the 
nature of entrance fees can be increased to the tour package price in 
advance, when fees are increased there may often be complaints from tour 
operators, that their competitiveness will be affected, but practically 
although visitor numbers may decline, increased revenues allow higher 
spending on conservation and motivating higher-spending tourist willing 
to spend more for better quality products.  hence the significant of the 
above is that  tour operators  plan  their brochures and prices at least  one 
year  in advance,  equally , where  the tour operators  offer a tour package,  
cannot be able to add surcharges to indicate the change in the  price 
increases for components of that package or services (Tisdell, C. and 
Wilson, C. 2002). Commonly it sounds important to notify entrance fee 
increases well in advance to all tour operators who may be affected by the 
said factor.  apart from the above, in some protected tourist resorts, like 
that of Monteverde Cloud Forest Reserve in Costa Rica, the Galapagos 
National Park of Ecuador, as well as the Volcanoes National Park, in 
Rwanda, and that of the maasai Mara of Kenya, large amounts of tourism 
income can be generated to pay for all costs of running and maintaining 
these tourist destinations (Tisdell, C. and Wilson, C. 2002). Generally, for 
most protected tourist resorts   the income generated from admission fees 
does not cover maintenance costs and other costs (Blom, A., (2000).  
However, fee revenues collected at US parks are equivalent to 5-6% of the 
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cost of the park’s agency (Green, E. and Donnelly, R., 2003). In 
comparison to the above the Kenyan tourism ministry must take into 
consideration that it is important not to be optimistic mainly about 
tourism’s potential to generate financial resources with the main motive of 
covering an important proportion of the expenditure of protected tourist 
resorts. in addition to that the Kenyan government as well as the ministry 
of tourism is supposed to learn from an example of  report on the Dzanga-
Sangha protected tourist resorts in the Central African Republic in relation 
to  tourism revenues was not borne out, and a later study of the same area  
indicated that “tourism’s contribution to a funding mechanism for the  
national Park and Reserve is likely to remain nominal over the same 
(Blom, A., 2000).  Depending on other forms of income, especially 
government funding and international donations, is therefore likely to be 
the most important sources of income for incurring the same expenditure 
(Tisdell, C. and Wilson, C. 2002). 
 The emerging global tourism challenges to successful implementation of 
entrance fees include inefficient fee collection, which results in poor 
management of entrance fee revenue from protected tourism resorts. It is 
more dangerous that scarce personnel resources will be redeployed in the 
collection of fees rather than protection of the generated financial 
resources. In relation to the above the Kenyan tourism resort the nature of 
corruption and bribery at entrance gates are common features (Tisdell, C. 
and Wilson, C. 2002).  The Kenyan government can only be able to 
discourage the said mainly by encouraging good and transparent system 
of accounting for revenues and expenditure, or by designing a cash-free 
system of entry at gates. Equally, For example, in an attempt to overcome 
corruption, the Kenya Wildlife Service (KWS) has introduced an electronic 
debit card system for paying for entrance to a protected tourist resorts. 
Visitors charge their card by paying cash at KWS headquarters in Nairobi 
where it is efficiently collected and accounted for (Blom, A., (2000) Green, 
E. and Donnelly, R., (2003). Hence, on visiting the protected  tourist 
resorts  the cards are 'swiped' in machines at the gate that reduce the 
credit on the card by the amount of the entrance fee. According to the 
Kenyan tourism board as well as the Kenya Wildlife service (KWS) the 
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above analyzed system seems to be more encouraging and working well to 
improve overall takings (Tisdell, C. and Wilson, C. 2002).  
 
(21) User Fees  
 
User fees – fees charged to visitors for undertaking specified activities or 
for use of specified facilities within protected areas, subject to compliance 
with protected area regulations (e.g. for parking, camping, fishing, 
hunting, boating, diving, hiking, recreational programmes, sports, 
photography, etc.). 
In the Kenyan tourism resorts  with more than 55 tourist destination  
within the Kenyan boundary  in some cases it will be difficult to collect a 
literal ‘entry fee’ due to geographical factors or because it is more 
appropriate to levy management and conservation contributions from 
users of facilities within a protected tourist destinations (Green, E. and 
Donnelly, R., 2003). User fees may be charged for use of facilities such as 
car-parks, campsites, visitor centers, mountain huts, or canopy walkways, 
or for carrying out activities in the protected area such as fishing, hiking 
as well as mountain climbing, sailing, and even hunting (Green, E. and 
Donnelly, R., 2003, Walpole, M. J. and Goodwin, H. J. (2001).  However 
the most lucrative forms of user fees are for scuba diving and trophy 
hunting. the Kenya tourism board should make  and effort so that to 
encourage tourists to be willing to any user fees, particularly by showing 
how the fees are used to support conservation and management in 
protected  tourist resorts (Goodwin, H., Kent, I., Parker, K. and Walpole, 
M. 1998). Comparatively in many tourist destinations mainly including 
that of the Kenyan, dive fees have generally been developed on a case by 
case basis, rather than through central planning at national level. In 
relation to the above other national  parks in countries like Bahamas, 
Netherlands Antilles, Mexico, Venezuela and Belize charge divers while 
other national parks in same countries do not. Only in the country like 
Britain, British Virgin Islands (BVI) and Turks & Caicos are all divers 
charged to access all Marine Protected Areas (MPAs), Green, E. and 
Donnelly, R., (2003). 
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(22) Concessions & leases  
Concessions and leases – contracts between protected areas and 
businesses or individuals under which those businesses or individuals are 
permitted to operate within a protected area and to use certain land or 
facilities owned by a protected area  
for a specified period in exchange for making payments to the protected 
area and subject to compliance with protected area regulations in the 
Kenyan tourism industry, protected area attitudes in comparison to the 
private sector encompassed a range of approaches mainly including trying 
to keep them out or ignoring them, marketing to them, licensing or 
restricting them, competing with them, and forming partnerships with 
them (Buckley, 2002). In addition to the above, in the present emerging 
global economy in the current climate of shrinking funds for management 
of protected tourist resorts, more increased awareness of the value of 
managed market forces, there is now a trend towards greater cooperation 
with the private sector (Spenceley, A. (2004). Governments increasingly 
encourages the value of providing and enabling environment for the 
private sector to operate within protected areas around one in five 
protected areas use some form of concession or licensing system, and the 
increasing privatization of service delivery in protected areas will increase 
their popularity.  
 In relation to the above, depending on the legal framework of the tourism 
industry of Kenya, any function or privilege of the tourism industry mainly 
from operation of individual facilities to management and control of the 
entire protected tourist resorts can be contracted or divested to a 
concessionaire (Walpole, M. J. and Goodwin, H. J. (2001). Comparatively 
concessions and leases cover a range of permits, leases and licenses in the 
Kenyan tourism industry (Spenceley, A. (2004). Apart from the above 
common features are that the Kenyan tourism industry encourages private 
companies or individuals to run commercial operations within a protected 
tourist resorts while generating financial benefits for the protected tourist 
destinations. Commonly, the analyzed activities may include tour guiding, 
trekking or diving operations, accommodation provision, restaurants, 
souvenir shops, sport fishing or hunting trips, horse-trekking, hire of 
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kayaks or mountain bikes and the hire as well as sale of other sports and 
even recreational equipment. A concession or lease may consist of a set fee 
paid to the protected area authority over an accepted period of time, or the 
amount may relate to the income of the concessionaire, or the fee may 
include elements of both of the above (Spenceley, A. (2004). However in 
most cases, there may be an overlap mainly between the operation of 
concessions and user fees:  in relation to the above, for example, hikers 
may book a tour through mainly a private operator but pay a per capita fee 
to the protected tourist resort for access to hiking trails. In addition to the 
above, the said concessions or licenses can be granted to private 
companies, community groups, as well as the NGOs or other not-for-profit 
enterprises, and can encourage offer a way of ensuring that communities 
living in and around the protected tourist destinations mainly like the 
Maasai can benefit from it economically. Generally the analyzed 
concessions management and control necessitates a sustainable balance 
between resource protection and visitor needs (Spenceley, A. (2004).  The 
Kenyan government’s policy and regulations may require that 
management of visitor services provided by concessionaires and 
leaseholders take into account public opinion, generate sustainable 
employment for local people and other elements of benefit to local 
communities, the said may include regular monitoring and management of 
environmental impacts. The principal rationale for use of concessions and 
leases is that private operators bring expertise to protected areas of 
tourism, which protected tourist resorts managers traditionally have little 
experience or lacking the required skills (Goodwin, H., Kent, I., Parker, K. 
and Walpole, M. (1998). The concessionaire or leaseholder  circumvent  in 
exchange for a contract with and payments to a protected tourist resorts 
the right to run and manage  a business in an attractive location that is a 
potential for tourists, and the protected tourist resorts circumvents more 
revenue (Walpole, M. J. and Goodwin, H. J. (2001).  Accordingly, 
concessions and leases encourage sound demands from the private sector 
for development in protected areas, by allowing a limited amount of 
managed business activity within the protected tourist resorts.  In the 
Kenyan tourism industry  the private sector is generally able to adapt  with 
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the  changing in the  markets conditions and product innovations as 
compared with the  public sector, hence  as long as the licensee is 
successful, then  it is likely that  the protected  tourist destinations in the 
Kenyan tourism industry  will receive  sustainable revenue. Besides the 
above the other advantage is that the system is more acceptable than and 
more as encouraging to tourists as they are generally not aware of paying 
a fee for the use of the protected area, since it is part of the product price 
(Spenceley, A. 2004).  
The main disadvantages of concessions concern the success of the 
business venture within the tourist protected areas is that if it is not 
successful then less revenue will be generated for the protected tourist 
destinations (Spenceley, A. 2004). Hence the concessionaire as described 
above may ignore contractual requirements as well as constructing more 
facilities than permitted or expanding the scope of their business within 
the protected areas. In addition to the above  the human power 
(employees) may be poorly trained or lack conservation awareness, or on 
the other side the corporate  tradition of  the operator may militate against 
observing proper environmental  conservation .the main difficult aspect  
that the Kenyan tourism is facing is  arriving at a balance between the 
amount that the concessionaire will earn by exploiting the resource, and 
the amount that will be returned to the protected area or the state for the 
expected sustainable development while comparing the Kenyan tourism 
destinations with that of the other global,   for example in the US, the 
above analyzed  figure is about 2-3% of concessionaire earnings, on the 
other side that of the  New Zealand Department of Conservation levies 3-
7.5%, the above will  depend on the activity; the higher figure is for guided 
tours. Equally in the Kenyan tourism industry some businesses may try to 
negotiate their payment of a ‘capped’ fee, limited to a maximum amount 
(Spenceley, A. 2004). Comparatively in the Kenya tourism department 
licenses and permits can be sold through agencies. The agencies in the 
Kenyan tourism industry mainly work best when administrative structures 
are efficient and honest, however access to protected tourist areas in the 
Kenyan tourism industry can be controlled and managed, (Shackley, M. 
1999), visitor numbers may be controlled and managed or restricted, on 
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the other side revenue considerations in the Kenyan tourism sector rank 
high among pricing objectives (Walpole, M. J. and Goodwin, H. J. 2001) 
Armstrong, E.K. and Weiler, B. (2002).  
In the Kenyan tourism industry it is essential for the protected tourist area 
authority to manage or retain ultimate control over the concessionaire's 
operations to assure that resources are not over-exploited or damaged, 
and also that conservation is not neglected in favor of profit-making 
(Armstrong, E.K. and Weiler, B. (2002). Also, although concessions can 
(Walpole, M. J. and Goodwin, H. J. (2001) is a very important revenue-
generating tool, the ministry of tourism in Kenya must be informed that all 
profit made by the concessionaire is income lost by the protected tourist 
agency itself.  the above may encourage the Kenya policy makers to 
consider alternative protected area management and control structures to 
the traditional, as well as the non-commercial model mainly like 
parastatals, as they are more flexible and adaptable to the nature of the 
Kenyan tourism industry the most important issue that the Kenyan 
tourism industry is supposed to take into the consideration is the length 
for which a concession is granted (Spenceley, A. 2004). Generally the 
private sector will generally want a long license period in order to ensure 
sufficient as well as sustainable return on initial outlay (Lubowski, R.N. 
and Barton, D.N. 2001).  In addition to the above the main disadvantages 
for the protected area is that  the risk for the protected area agency with a 
long concession is that the business may not be fruitful according to there 
expectation, or it may  fail, decline or attempt to change its mode of 
operation (Lubowski, R.N. and Barton, D.N. 2001).  Comparatively inorder 
to manage or control the above so analyzed, hence, safeguards such as an 
outline of rights and responsibilities, monitoring processes and break-
points in the event of unsatisfactory performance, need to be written into 
contracts over the same (Armstrong, E.K. and Weiler, B. 2002).  
 The Kenyan ministry of  tourism as well as the Kenya tourism board is 
supposed to learn concessions can encourage a considerable contribution 
to management  and control  of the protected tourism resort (Spenceley, A. 
2004) the Kenyan tourism industry must learn that an  important element 
of concessions is that, where local communities are involved, the link 
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between tourism earnings and conservation of the protected area must be 
made very strongly (Walpole, M. J. and Goodwin, H. J. (2001), Armstrong, 
E.K. and Weiler, B. (2002).  
 
(23) Direct operation of commercial activities  
 
Direct commercial activities – provision of commercial goods and services 
by the protected area (other than provision of access or activities covered 
by user fees.  In the Kenyan tourism industry, the only alternative to the 
system of private concessions is for protected areas management bodies to 
raise their income mainly through operating services themselves (Walpole, 
M. J. and Goodwin, H. J. (2001). The above analyzed services traditionally 
handed over to private concessionaires because of the lack of skills within 
protected areas services such as accommodation, guiding, equipment hire, 
or sales of merchandise. Comparatively with the growing sophistication of 
the tourism industry and, in many destinations, the said growing ease the 
employing of skilled personnel, a long with an awareness of the 
contribution to protected area revenues which tourism can make, the 
protected tourist resorts management may more easily be able to become 
involved in such commercial activities in their own right with the main 
motive of maximize protected area revenue (Lubowski, R.N. and Barton, 
D.N. (2001). The above can be done either directly or indirectly through a 
state-owned company (Walpole, M. J. and Goodwin, H. J. (2001).  
Comparatively suitable format might also be some kind of public-private 
sector partnership such as a joint venture with a private company or with 
local communities.  The above said nature of arrangement would help to 
encourage the siphoning-off of funds through over-allocation of private 
concessions, and in the case of local communities could assist them with 
the nature marketing and capacity-building within the tourism industry. 
However within the Kenyan tourism indirectly sustainable as well as a 
strong management is required to prevent protected areas personnel 
simply setting up private enterprises on their own behalf (Walpole, M. J. 
and Goodwin, H. J. (2001). Spenceley, A. (2004) Responsible Nature-based 
Tourism Planning in South Africa and the Commercialization of Kruger 
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National Park, in Diamantis, D. (ed.) Ecotourism: Management and 
Assessment, London: Thomson, Chapter 15  
 Walpole, M. J. and Goodwin, H. J.  (2001) Local attitudes towards 
conservation and tourism around Komodo National Park, Indonesia. 
Environmental Conservation 28 (2) 160-166  
39 Armstrong, E.K. and Weiler, B. (2002) Getting the Message Across: An 
Analysis of Messages delivered by tour operators in Protected Areas, 
Journal of Ecotourism 1 (2 & 3) 104-121  
In addition to the above the other  possibility for generating income arises 
when protected areas are used as sets for filming, subject to payment of 
appropriate fees also  books written by protected areas personnel can 
provide another source of income in the royalties generated, although this 
is never likely to be large in the Kenyan tourism industry.  
 
(24) Taxes  
 
Taxes – levies on certain goods, services or transactions that provide funds 
for National or local government, and which, in this case, are used to 
support protected areas. In addition to the above methods of generating 
sources of fund so that to finance protected areas is through taxes. These 
may take the form of national taxes levied on all visitors to the country or 
on users of particular tourism services or products, local taxes levied on 
users of the protected tourist resorts or on the use of equipment.  Hence 
the revenues raised from the protected areas are then used for 
conservation (Goodwin, H., Kent, I., Parker, K. and Walpole, M. (1998). 
Equally the main advantages of using the tax system include the ability to 
generate funds nationally and on a long-term basis; then the freedom to 
use funds to suit various needs, as accountability is to the public at large 
and not to a specific donor (Armstrong, E.K. and Weiler, B. (2002). Some of 
the  disadvantages of the system are that it can be seen as less fair than 
collecting fees directly from protected areas users, as all visitors to the 
tourist destination are taxed for services they might not consume 
(Armstrong, E.K. and Weiler, B. (2002). Other problem may arise from the 
political support for new taxes and setting them aside for conservation, 
however in tourist resorts mainly where conservation is a last priority. It 
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may be necessary, for political reasons, to allocate required revenue raised 
to different departments or activities within the tourist resorts (Spenceley, 
A. 2004). However in the Kenyan tourism industry, the expected costs of 
building such systems generally needs to be measured against their 
potential benefits, in relation to the above, even though the process of 
building a constituency to support protected tourist resorts, through tax 
legislation system matches with constituency building mainly due to 
necessary investment whether or not it leads to specific taxes linked to 
conservation (Armstrong, E.K. and Weiler, B. (2002).   
Besides the above, the other difficult with taxes may arise mainly  when 
there are too many fragments of small taxes, as these can be  a problem or 
inefficient to collect and administer or manage and control, easy to avoid, 
and may discourage  tourists if they have to pay each individually, or are 
inconvenienced by the payment process and associated bureaucracy in the 
Kenyan tourism industry .In comparison with the above the Kenyan 
tourism industry must take into consideration that, it is therefore 
advisable as well as encouraging  to simplify tourism taxes, and where 
possible, to encourage as well as  provide mechanisms for tour operators 
to pay taxes directly on behalf of their clients as well as to  incorporate 
them into the overall prices of the tours that they offer (Armstrong, 
Goodwin, H., Kent, I., Parker, K. and Walpole, M. (1998), E.K. and Weiler, 
B. (2002). In relation to the above Bed levies are common not only within 
the Kenyan tourism industry but also around the world, the above so 
analyzed  is most effective when the area is within the management and 
control of one municipality or protected area in the Kenyan tourism 
industry .in relation to the above, in comparison with other tourist 
destination in the world mainly like that of the  USA, the state of Delaware 
imposes an 8% charge on room prices of which 10% goes to finance beach 
conservation, also in the Turks and Caicos Islands 1% of the room tax 
goes to a protected area conservation trust fund ,however in relation to the 
above analysis studies indicated that  because tourism is a major source 
of environmental impact, including climate change, the cost of reducing or 
rectifying environmental impacts should be included in the cost of travel 
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by air, for instance by adding a tax to the cost of a holiday or by taxing 
(Armstrong, E.K. and Weiler, B. (2002) .  
Airlines mainly on fuel consumption, Ring-fencing some of these funds for 
conservation would create a major source of income (Goodwin, H., Kent, I., 
Parker, K. and Walpole, M. (1998). However, strong economic and political 
lobbies oppose this, and air travel is beyond the scope of the Kyoto 
agreement on climate change as it was analyzed by the world 
environmental Agencies (Armstrong, E.K. and Weiler, B. (2002).  
 
(25) Volunteers and Donations  
 
Volunteers and donations – volunteers are persons who offer their services 
to a protected area of their own free will and without payment (except, in 
some cases, payments to cover their basic living expenses); donations are 
gifts of money or, in 
Some cases of goods and services, that are donated to support protected 
areas in the Kenyan tourism industry, some protected tourist destinations 
have a policy of involving volunteers in their work, either through 
providing guiding and interpretation services, fund-raising or through 
staffing key services such as entry booths. Apart from the above being 
introduced in the Kenyan tourism  industry the above work best in 
industrialized countries where there are  a large  number  of relatively 
wealthy people with considerable disposable time (Armstrong, E.K. and 
Weiler, B. (2002). Examples of volunteer systems are those used in Canada 
and even USA (Armstrong, E.K. and Weiler, B. (2002) and in the Brisbane 
Forest Park in Australia. The Kenyan tourism industry can further 
generate funds for conservation areas through tourism mainly via 
donations by tourists who have been to the area or have some interest in it 
and by private companies demonstrating their Corporate Social 
Responsibility (CSR). Through the above so analyzed, sources of finance 
can easily transferred from richer Northern communities concerned about 
conservation of the World’s natural resources to poorer Southern 
communities mainly the African communities who lack the finances to 
conserve these resources themselves. In addition to the above there are 
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many ways of operating these schemes, including through trust funds 
(Armstrong, E.K. and Weiler, B. (2002). An additional conservation benefit 
of such groups is that subscribers can be encouraged to lobby against 
specific threats to the conservation of the area they are interested. In the 
present emerging global competition many tourism companies set aside a 
small proportion of their profits, or make a donation per booking, to 
support variety activities, although these mostly focus on humanitarian 
rather than environmental organisations in the tourism sector (Wilkie, D. 
S. and Carpenter, J. F. 1999). However, tourism companies that 
specialized in nature-based tours, and some mass tourism companies, 
support environmental projects and organisations in the destinations 
visited, particularly if these improve opportunities for tourism, mainly, by 
developing trails and guiding, and appeal to their clients. Some companies 
in the global also encourage their clients to make donations to the projects 
that they visit, generally by identifying the work and funding needs of 
projects during the course of guided tours, and leaving it up to clients to 
donate if they wish. Sites can also help to encourage donations by setting 
up donation boxes in suitable locations, such as at visitor centres or in on-
site accommodation or food outlets: for instance, a donation box at Jozani 
Forest Reserve, in Zanzibar, accumulated $307 in 1997,with the proceeds 
going to local communities. A few specialist tour operators include a large 
donation for conservation activities in their tour prices, of perhaps US $ 
100 or more (Armstrong, E.K. and Weiler, B. (2002). These levels of 
contribution are exceptional, and are associated with specialist, low 
volume and very high quality tours. They are only likely to be achieved 
under special circumstances that involve both the particular  tour operator 
and their ability to reach specialist market segments able to pay high 
prices, as well as keen to experience and contribute to conservation in 
action, in sites offering unique experiences (Wilkie, D. S. and Carpenter, J. 
F. (1999). Center on Ecotourism and Sustainable Development (2004) 
“Travelers’ Philanthropy: Helping Communities Build Economic Assets & 
Sustain Environmental & Cultural Resources in an Era of Rapid 
Globalization, Website: www. Ecotourism CESD.org Tourism and protected 
area financing.  
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 9.13  Case studies of organizational arrangements Parastatals  
 
(1)Kenya:  
 
The Kenyan Wildlife Service was launched in 1989 mainly replacing the 
former Wildlife Conservation and Management Dept. It was exactly not 
circumventing  a sustainable ratio of  government support  comparatively  
which was minimal in any case, but highly circumventing  sustainable 
financial support  from donors  mainly like the World Bank $60.5 million, 
as well as  $40 million from other donors. The nature of autonomy of the 
Kenyan tourism industry was limited due to government control of the 
Board and frequent intervention and public pressure to retain much of its 
public sector functions over the same. Hence the above so analyzed has 
made the tourism industry to be unable to take advantage of all the 
opportunities it had in respect of investment patterns, HR management 
approaches and relations with the private sector were not noticeably 
different from when it was the wild life conservation and management 
department (WCMD). The main issue for this was mainly due to the strong 
internal and external cultural elements that resisted change and were 
generally suspicious of the private sector nature of development.  
 
(2)South Africa:  
 
In comparison with the Kenyan tourism industry the KwaZulu-Natal 
Nature Conservation Service (NCS) became a parastatal in 1998 and is 
said   to have made good use of the opportunities as well as flexibility it 
enjoyed. Its protected tourist resorts are managed as conservancies of 
which is under cooperative agreements with local landowners of the South 
Africa. The conservancies managed well mainly for farming as well as 
wildlife preservation. Hence the landowners pay an annual fee based 
mainly on the number of hectares they own or the size of the land, and 
this enable to manage the cost for running NCS expenditure. The South 
African indigenous communities manage and control their conservancies 
through boards, and NCS provides training and employment in tourism-
related business of which includes guiding and handicraft manufacture. 
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NCS sells surplus animals as a further way of generating revenue inorder 
to setoff the nature of the cost. 
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9.14 CONCLUSIONS  
 
In the Kenyan economy there are various encouraging institutions 
mainly which can facilitate the process of industrial development, 
equally the said institutions are mainly established to make financial 
facilities to be available for both the small, medium as well as large 
industrial enterprises and even others are involved with the 
management of research responsibilities with the domestic economy. 
However, in addition to the above, some of the analyzed financial 
institutions circumvent the right objectives mainly in implementations 
are not so promising all the same. Also the goals on the other side are 
being ignored in the actual operation of the institutions. 
               The above development financial institutions have mainly 
funded by projects of which are to actually being assessed and their 
objectives in the economy. However the said has generally encouraged   
the nature of over investment in some industrial sectors of the 
economy. The analyzed institutions can only be more effective in the 
processes of industrialization mainly if they exactly circumvent the 
funds to those projects which can reduce the economic gaps more so by 
giving inputs needed by other local firms. In addition there is a lack of 
co-operation mainly between governments institutions of which are also 
operating the same industrial activities. The said short –coming as well 
as lack of enough   resources has mainly discouraged the exact impact 
of these institutions. Equally, the policy makers is some government 
organs also lack exact intimate knowledge of the organization of 
Kenyan industries, it s resources and constraints. The above has 
generally discourages the exact role of the government mainly in the 
manufacturing sector. 
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CHAPTER 10 
 
 AN OVER-VIEW OF THE IMPORT SUB-STITUTION 
INDUSTRIALIZATION IN KENYA  
 
CASE STUDY OF ENTERPRISES DEVELOPMENT IN KENYA  
 
(MANUFACTURING SECTOR) 
 
10.0 Import –Substitution industrialization in Kenya  
 
      Gereffi and Evans (1981); Thomas (1974) import substitution 
industrialization is the type of industrialization typically of former colonies 
and other dependent nations in Africa, Latin America and Asia. Countries 
which have been referred to as the late industrialization fall into this 
category, in relation to the above, we may generally understand that  such 
said  economies mainly specialized in manufacturing raw materials 
specifically primary commodities with the main target of exporting while 
on the other  hand importing almost  all their manufactured  goods hence 
import-substitution industrialization (ISI) exactly re-orients their 
economies mainly towards the direction  of greater domestic  production of 
manufactured products. 
    Seldman (1979) analyzed that; ISI generally pas through various stages 
as first stage is that of the local production of mass consumption products 
like; food staffs, shoes, clothes, blankets, sweets, soft drinks while in 
comparison with the former colonies, the said import substitution 
industries mainly manufacture the luxury products of which can only 
attracts the wage-earning, petty bourgeois and bourgeois urban residents. 
      Here, what the poor developing economies including Kenyan economy 
is that always there exist difficulties of the inherited nature of market 
influences, hence, here the government always remains in dilemma as to 
what   extent of consumption of beer as well as cigarettes in the economy 
per year can be produced so that to avoid the habit of buying from outside 
ready made so that to encourage domestic production? on the other side, 
in case if the market is generated for the domestic manufacturing 
industries then it will rationale mainly for manufacturing locally according 
to domestic  economic  planners in determining  the rate of import-
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substitution  industries. Apart from the above, on the other side, the main  
function performed by the inherited institutions for instance if already 
there are import-export institutions of which are mainly dominating the 
domestic market mainly for produced commodities hence they may be the 
determinant of the viability of the manufacturing industries in elation to 
the nature of their ratio of profits, hence they may venture their capital 
investment  to other sectors for processing industries then they will be 
exactly be influenced to circumvent the same due to the nature of their 
technological as well as the market. Hence it will encourage the nature of 
manufacturing consumer patterns of which has been circumvented from 
the nature of colonial production.  
    Seldman (1979) exactly observed that the manufacturing sector has 
become increasingly dependent on certain imported parts as well as 
materials. Seldman also analyzed that local value added actually declined 
in the case of Zambia from half to about a third of the gross output of he 
manufacturing industry. 
Apart from the above, while in the second stage of import substitution  
industries (ISI) of manufacturing intermediate  goods by the domestic 
industries of which generally includes :steel, paper chemicals, fertilizers , 
petroleum refining glass, cement, cast-iron products and even plastics. In 
relation to the above the world bank (1981-b) indicated that for the 
developing economies  to change from the first stage of import-substitution  
industries to the establishment of manufacturing of intermediate  goods 
industries they may need sustainable organization of the future customers 
of the inputs mainly to be manufacture and even the active participation 
in the new venture while on the other side there has to be an insurance of 
standardization of the inputs of which to be manufactured and sound in 
industrial technology as well as large amount of capital investment outlay. 
However, in comparison  with the Kenyan economy in relation to the 
second stage of the import-substitution industries we may take that of the 
iron foundry  and plastic  industries  by which it has been  analyzed  that 
the present Kenyan foundries can not sustainably poses the required 
capacity of which may met the future demand. 
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Finally in addition to the above stage is that of developing a capital goods 
industry. Comparatively with the other so analyzed stages once the 
economy has exactly passed thorough the above know the economy can be 
able to produce extra from the export. Analytically we may accept that in 
the present emerging competitive global economy it’s a few developing 
economies that can circumvent the said third stage. 
 
10.1 Import – Substitution Industrialization in Kenya  
 
Halley (1939) has observed that the nature of import-substitution 
industries in Kenya never started in Africa immediately after independence 
since there was a wait for the recommendation mainly from her colonies. 
In relation to the above what we can only be able to analyze is that the 
import –substitution industries during the colonial epoch were very few as 
it may be compared with that after independence in 1960s. Hence during 
the post–independence period the Kenyan government unlike to other 
African governments has been developed to encourage the development of 
import-substitution industries mainly as part of development program 
within the African economies. 
Hence, the Kenyan government in the post-colonial era, it has been exactly 
ensuring sustainable import-substitution industries. Comparatively, the 
same ISI in  Kenya unlike to other African economies have been 
experiencing huge amount of losses of which the state government has 
been equally ensured that subsides an other surplus of which have been 
equally transferred from agricultural sector mainly to the industrial sector 
so that to motivate the sustainability of the ISI. 
10.2 Import –substitution industries in Kenyan economy  
 
Overview 
1) The colonial Epoch: 
Leys (1974) observed that the construction of Kenya-Uganda railways 
motivated the British settlers into Kenya and Uganda, by the end of 1915 
at least more than 4.5 Million acres of land had been circumvented by 
more than 1,000 white settlers in Kenya. Hence in Kenya the said settlers  
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were getting  cheap labor and other social services from the Kenyans, 
however  in comparison with that, it was in order to satisfy the settler 
consumer needs, various import-export houses were established in Kenya 
as early as 1905 with the main objective of using Kenya to distribute some 
of the consumer goods within the East African countries hence  within the 
East  African countries, hence some of these involved (importers of 
machinery and building materials united African companies  importers of 
light consumer goods  buyers and exporters of coffee, hides, skins, cotton 
etc. Mitchel cotts and company exporters of agricultural  products; united 
Africa company- a subsidiary of Unilever importer of agricultural and 
engineering equipments from Britain and many more other companies. 
         However, it was found to be very much difficult to import all 
manufactured goods hence few industries processing primary products 
mainly for sale in East African Market as well as export were built 
(Swainson (1980). Some of the above analyzed are: East African highlands 
productions 1922. The African Highland produce company of which was a 
subsidiary of James Finlay of the united Kingdom (for tea and coffee 
processing) 1924; Kenya tea company a subsidiary of Brooke bond UK (tea 
and coffee processing) 1924 East African tanning exact company a 
subsidiary  of forestall and timber UK (wattle bark and extract 
manufacturing)1932 and the East African meat company; a subsidiary of 
liebig UK (meat processing) in 1911, the Magadi soda company was 
established by the Germanys mainly to extract soda, East African power 
and lighting company of which was a subsidiary of Balfour Beatty (Uk) and 
power securities (uk) for power generation in East Africa and the east 
Africa Portland cement, a subsidiary of associated Portland cement UK 
established in 1933 mainly for cement processing. 
10.3  The Magadi Soda company  
        Swainson (1980) analyzed that the expansion of the Magadi soda 
company was meant so that to control and manage the source for soda 
ash. Hence the significance of Magadi soda to the British was mainly to 
maintain the said soda deposit from competitors. Equally in 1980 
Swainson observed that those firm which were involved in the processing 
of soda were generally looking for more sources of raw soda as markets in 
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the global was growing during the world war era (I WW) the Magadi soda 
company was facing a more serious financial  problems. However, 
immediately after the end of (I WW), the colonial masters accepted 
Brunner Mond to take over the company for sustainable management in 
relation to the above; the company was amalgamated into global 
conglomerates that mainly dominated the chemical industry mainly within 
the British Empire. Also during the year ended 1926 in order to control the 
competitors from America and Germany chemical industries, British 
chemical enterprises Brunner Mond and company, Nobel industries Ltd. 
The united Alkali Company and the British Dystuss corporative were 
amalgamated to form imperial chemical industries ltd (ICI) (Swainson 
1980) hence the Magadi Soda Company was reorganized and encouraged 
the production mainly in relation to the demand for the global market.  A 
part from the various misfortunes as well as the production problems of 
which were facing the Magadi soda company mainly during the inter- war  
period  of which improved it’s production and sales during the (11 WW) 
mainly due to lack of competition from the European companies.  
      Brett (1973) analyzed that Magadi Soda Company succeeded mainly 
because it was export-oriented but not an important substitution industry 
in Kenya since they never wanted to losses their monopoly of the Kenyan 
and other east African region market during this epoch the British firms 
were dominating the manufacturing in the region. 
 
10.4 Meat processing in Kenya.  
  
    The east African meat company was established in 1935 as a subsidiary 
of the liebig (uk) of which was full financed by the colonial government for 
the construction of the plant as well as the purchasing of the cattle as it 
has been  analyzed by (Swanson (1976), mainly for the marketing of 
settler’s high-grade meat of which discouraged the Akamba herdsmen. 
However the main motive for the settler was to reduce the number of herds 
due to overgrazing and on the other side they never wanted to compete for 
the Kenya market from the Akamba.  
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   In addition to the above, the meat sold in Kenya would be subsequently 
be predominantly meant from the settlers cattle processed mainly through 
the lie big factory.     
Export of such said commodities as food stuffs from her colony of which 
also motivated the protection of Kenyan domestic industries. The above so 
analyzed  equally due to the growth in the global competition the British 
were willing to invest their capital in the circumference of tariffs in the 
British East Africa mainly with the targeted of controlling the east African 
markets from outside competition. 
However, at the circle of global level merchant capital was exposed into the 
intruded intense competition hence firms were forced into the 
manufacturing of processing of primary products with the main objectives 
of maintaining their global competition. Apart from that, the US capital 
was gaining more power in the global market and at the same time there 
was high growth in the global market competition of which encouraged the 
growth of the multinational corporation of which weakened the British 
protected market. Actually in relation to these happenings, the British 
started planning for new economic plan for her colonial market. 
Comparatively this was the time when there was high growth in the 
national of movement in the Briton colonies. 
 
10.5 Development of ISI in Kenya  
 
The development of import substitution industries in Kenya mainly during 
the post war period can be categorized as into 1945-1955 phase, 1955-
1964 phase and 1964-1975 phase. However, during 1945-1955 was 
reorganized  as a period of re-evaluation of future of Kenya as well as neo-
colonization projects established in Kenya of which exactly involves the 
recommendation of the east African royal commission of 1953-1955 of 
which indicated the basic political as well as social and even economic 
program to be taken during the transition to independence period; the 
swynnerton  plan 1954 of which recommended for the projects to intensify 
agriculture production from the African farmers; the Beecher report 1954 
of which recommendation measures to encourage the liberalization of the 
education system so that to motivate  and give African  more opportunity 
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for higher education and finally the 1957 reforms mainly initiated by the 
colonial  secretary  in electing African to legislative councils; during the 
1955-1964 phase, as it was analyzed by lays (1974) that during the said  
time the British  colonial office was exactly pre-occupied with the political 
aspect of transition to neo-colonialism by which independence was finally 
granted to  Kenya in December 1963. Equally during this time there was a 
plan for general disinvestment in Kenya hence the white settlers who 
generally sold their land to the Kenyan government mainly in the process 
as well as a result of independence settlement also landed to either 
transfer their finance into the foreign countries to change to industrial 
investment. During the 1964-1975 phase expressed that they exactly 
respected the private property hence these motivated the foreign investors 
to start coming back into the country with the main objective of 
investment of which encouraged the growth of manufacturing sector.  
 
10.6  Industrial transition according to the recommendation of the 
east African royal commission.  
According to the recommendation of the east African royal commission, 
analyzed  that if there is no startling in the method  of mineral deposits 
the ratio of growth of development will not be  slow and may be intact 
mainly to the exploitation of the developing domestic market instead of  
wholesale scheme   of processing primary commodities for export, 
however, the type of enterprise will be holding characteristics of small 
scale in nature of which can easily develop in relation with the nature of 
the markets. Livingstone (1956) observed those years to come the nature 
of enterprise, the capitals well as the skilled management of which may 
motivate the nature of industrial progress East African region should be 
expected to be circumvented from outside East African region. In addition 
to the above, the role of the East African government is to provide the 
required services. However the commission analyzed that the main 
difficulties facing the east African region were that of capital as well as the 
nature of industrial development by the East African governments. 
           In relation to the above difficulties, in order to overcome the said, 
the government policy should aim at Breaking the circle of poverty as well 
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as  stimulating domestic  market; providing sufficient basic services; 
regular invitation  as well as extracting capital and skilled management to 
east African  region to ensure sustainable balanced growth within the east 
African region. 
 
10.7 Post independence launching of the industrial strategy 1964-
1975 
           Steven Langdon 1978 analyzed that during the period 1964-1975 
the Kenyan government under the leadership of president kenyatta 
appeased foreign capital as well as settler capita by mainly recognizing to 
observe the same recommendation the same as that of the east African 
royal commission as far as the nature industrialization is concern, the 
main target of the government should be to encourage the role that being 
performed by the foreign investment mainly in the sector of 
manufacturing. 
a) according to the foreign investment protection act 1964 provided a 
method in which foreign investors could mainly apply for a certificate of 
approval  enterprise to be granted by the minister for finance to foreign 
owned enterprise of which  would encourage  the economic development in 
Kenya in addition to that the said holders of the investment certificates 
were guaranteed the right to circumvent the profit loans, interest on their 
loans and even the approved proportion of the net proceeds of sale of all or 
any portion of the approved enterprise.  
b) The sessional paper No. 10 (1965) African socialism an it’s application 
to planning Kenya 1965 analyzed the acceptance of the Kenyan 
government in encouraging the development of free market mainly with 
the main objectives of welcoming the foreign investment to invest in the 
Kenyan economy. Langdon (1978) observed that the new project committee 
was launched as an interdepartmental  committee during the year ending 
1968 mainly to review the application by multinational companies (MNCs) 
to invest in the Kenyan economy, However the new project committee 
attracted  representatives from all spheres of the state institutions 
including ministries of treasury commerce and industry the industrial and 
commercial development corporation (ICDC) the development finance 
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company of Kenya (DFCK) as well as the ministries  of agriculture and 
even that of natural resources.  
 
c) Capital issues committees       
 
       Swainson (1980) analyzed that the capital issues committee was 
launched within the treasury in the year 1971 mainly to vet all those 
issues of capital  with the main target of discouraging capital outflow from 
the Kenyan  economy, Lays (1974) also analyzed that the said setting up of 
the capital issues committee followed the disinvestments by foreign  
investment  companies of which were encouraged  to go public so that to 
encourage the domestic investors(Kenyan citizens) to become shareholders 
in the same companies. After the above the Kenyan economy was 
decapitalized hence the main objectives of ICI was to approve future issues 
as well as capitalization of reserve in those companies which are having 
substantial foreign interest, hence, it encourage domestic ownership of 
shares in foreign firms mainly via the Nairobi stock market of which 
motivated sound control of the purchase of local firms by foreign firms as 
it was being analyzed by Lays (1974). 
Langdon 1978 contends  that CIC has exactly represent an important 
management  control on the multinational  industry however various 
industries shows negative image about the CIC while not indicated out the 
committee as a major in mainly planning it’s own functionaries. Equally 
on the other side lack of sound control of the state mainly through CIC 
and other bodies of the similar may not circumvent the expected political 
force that can influence such body mainly into their collective interest then 
the multinational companies (MNS) may exploit the indigenous capital as 
well as targeted the purchase of the same companies mainly through the 
multinational companies (MNS) boards by bribing or corrupting the CIC 
management. 
d) Africanization; as part of encouraging sustainable environment 
mainly in which the foreign capital may operate in harmony  with 
insurgent African nationalist hence companies  like British American 
Tobacco (BAT) mainly with it’s subsidiary East African Tobacco company 
accepted an effective program of the said Africanization of the company 
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management  as well as even the company product during the colonial 
epoch. Comparatively before independence more than 33% of the east 
African Tobacco company output was mainly distributed through African 
retailers of which encouraged the launching of African wholesalers of 
which motivated the other companies like Bata, Breweries etc. Lays in 
1974 also contends that the main reason for doing all the above was to 
encourage the growth of an African business class of which will have a link 
to MNCs as the way out of buying and selling the multinational company 
products in 1964, Africanization of commerce and industry grew rapidly 
since it circumvent full support of the post-colonial country. However, 
according to the contents of the trade licensing act of 1967 started 
encouraging the domestic African businessmen to mainly circumventing 
trade as well as trading zone from trading in the African rural areas as well 
as non- central part of towns and encouraged from having a given specific 
list of commodities.  
e) In 1965, Kenya national trade (KNTC) was launched with the main 
target of motivating the Kenyan government to take the control of main 
share of the import-export trade. Hence the KNTC became away through 
which the Kenyan government could easily compel MNCs to channel the 
sale as well as distribution of their products mainly through African 
wholesalers and even retaliates. Colin Lay (1974) indicated that apart from 
early debts of KNTC it managed to circumvented good business from the 
local African distributors. Due to the profit problems the KNTC agents 
encouraged the government to pass legislation for fixing shares of specific 
market, to provide public loans or publicity guaranteed commercial 
creditors of specific items to them mainly through KNTC as well as 
guarantee fixed prices for said specific commodities managed by the said 
traders. However, the above so said could make the traders to be 
dependent and not entrepreneurs. In relation to the above, the availability 
of the said credit facility to the African traders was encouraged mainly 
when the national and Grindlays bank was nationalized in 1968 and the 
Kenya commercial bank created in its place. The said bank was exactly 
meant mainly to aim at lending to African entrepreneurship during the 
early period of its lending, the bank lending ratio to African grew to 725% 
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of which indicated rate of lending at 160% more than all other commercial 
banks lending in the economy. 
 The no-objection certificates (NOC) are part of the elaborate import 
licensing procedures that mainly operates with the main  objectives  of the 
protecting  local industries of which  specifies the name of the firms  that 
may sign the import license application before being officially considered, 
this was launched mainly to encourage the traders and suppliers hence 
the main objective of the task was to discourage the importation of the 
products that may compete with those manufactured by the domestic 
firms. Hoperaft (1979) analyzed that among the said initial firms were, 
Firestone East Africa Ltd (1969) as well as Pan African Paper mill (EA) ltd. 
In addition to the above it was very hard to know the exact size as well as 
grades of the commodities which were available from the said local firms 
and which were not available hence it was very difficulty for the above 
department to take a clear decision as which commodities that should be 
burned and at the same time which should not be banned. However the 
said nature of protection encourages the local market of which was also 
motivated by the industrial protection committee.  
 
 
F) Industrial protection committee. 
 
            According to the report of World Bank (1981) observed that the, 
industrial protection committee   (IPC) was identified as one of the 
ministerial organs launched during early 1960s by the Kenyan government 
mainly with the objective of targeting in protecting domestic industries 
hence we may equally say that it was the sole body of which was 
responsible with the issuing of the No-objection certificates to the 
industrial to the industries. In relation to the above like any other 
economy in the global, multinational companies are always manipulating 
the process of obtaining No-objection certificate  for their subsidiary 
companies even the situation in which such is not supposed to be granted 
by the industrial protection committee. A good example of the above is the 
Dawa pharmaceuticals Ltd., of which discourages the import by the 
pharmaceutical industries in Kenya of which encourages the 
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discontinuation of many imports mainly by the pharmaceuticals 
industries. Equally the said Dawa, made use of its political links as well as 
the No-objection certificate(NOC) to discourage some of the pharmaceutical  
imports into Kenyan economy at the same time while making sound 
profits within the country . As result to the above, a growing rate of bribery 
and even shortages of imported drugs created a great problem in the 
Kenya economy during the period 1977-1980s   in relation to the above, 
since No-objection certificate was finally withdrawn from Dawa of which 
made the firm not to be reliable on the mixing as well as packing of 
imported drugs of which were sold in Kenya under the international brand 
names. 
 
G) Foreign exchange allocation committee. (F E A C). 
 
              According to the reporting of the World Bank (1983), foreign 
exchange allocation committee (FEAC) was also the main tool for 
protecting import substitution industries from the oversea competing 
industries. In addition to the above, the foreign exchange allocation 
committee (FEAC) mainly manages foreign exchange quotas for imports for 
those limited quotas which have been established mainly in order to 
protect those domestic producers. Hence in relation to the above, quotas 
generally specify the maximum value of imports mainly specified as well as 
the name of the importing industries. Also in addition to the above in the 
case of the fresh firms, there is also a method of Appling for the said new-
comer’s quota of which has been established mainly because the original 
quota allocation system only sustainable encouraged those established 
importing industries. Comparatively, during the year since 1970s-1980s 
the nature of foreign exchange in Kenya become a great problem of which 
the Kenyan government to wave the said total ban on the import of 
luxuries as well as employing the tool of foreign exchange to discriminate 
against certain imports as well as motivating the foreign exchange earning 
firms to conserve more of the foreign exchange.  
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(H) Tripartite Agreements and labor control, 
 
    Peter Coughlin and Gerrishon k.Ikiara   (1988), Chege (1988) 
observed that it is good to know that import substitutions industries 
(ISI)  were established in the Kenyan economy, hence have been 
improved under the strongly state controlled labor with the main 
objectives of discouraging  the exact demand for increased wages. Leys 
(1974) analyzed that, the ratio of unemployed in Kenya was the main 
problems facing the Kenya economy, another difficulties  was the role 
that the Kenyan workers would play within the independent  coalition 
of which was proved to be very much important  for KANU’S winning 
election during pre-independence election, however the Kenyan 
government tried to find sustainable solution mainly by tripartite 
Agreement between the government workers as well as employers 
through the federation of the Kenya employers (FKE) and through the  
central organization of trade union (COTU). 
        Tripartite Agreement (1964) analyzed that  all private employers 
should encourage their growth  of workforce by the ratio of 10% and 
also the central as well as the local government by the ration of 15%  of 
which  was followed by the total ban on  strikes. The above agreement 
motivated the growth of temporarily jobs. Analytically in relation to the 
above the present growing Kenyan economy, the Kenyan government   
is having a great task at hand mainly of creating an environment in 
which the economic growth can take place so that to share the radius 
of development with those other developing countries in the global. 
However if the Kenyan government will try to wait as the last 
government of the years since 1980s to early 2002, so that the Kenyan 
economy can only absorb them, hence I may express that the existence 
of large body of unemployed within the economy can work against the 
stability of the economy, of which shall generally destablishes   the 
security of the country as well as the political system. However 
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according to the above, the only alternative is to provide sound job to a 
large population of people who are jobless; in addition to the above, if 
the Agriculture sector cannot be able to absorb the unemployed large 
population, then the industrial sector can equally solve the problem. 
Also we have to take into consideration that, due to the poor nature of 
industrial sector organization and the inability of the industrial sector 
to encourage the creation of more jobs for the absorption of the said 
growing number of jobless workers, equally the industrial sector is 
exactly required to be managed by the state or the Kenyan government. 
Hence disinvestment policy should be encouraged. Then workers  must 
also try to discourage  the poor habits of striking unnecessary, here 
and there  time and again  mainly through the tripartite Agreement  
also, the above can be workable  mainly through FKE for demanding 
wages and salary policy with the target of limiting  the nature  of 
annual wage as well as salaries as it was analyzed by Leys (1974). The 
development plan 1970-1974 indicated that the government accepted 
in the regulation of wage rate as well as discouraging all  forms of  
striking and declaring all the above  as illegal of which was finally 
formulated into Law in the trade dispute Act of 1971. 
 
(J) The federation of Kenya employers (FKE). 
 
Leys (1974) indicated that the federation of Kenya employers was 
launched in mid-fifties mainly as an association of industrial and 
commercial employers with the main aim of generating an atmosphere 
as well as framework in which the employers should have a system of 
handling the government and controlling employees. Longdon (1978) 
observed that the federation of the Kenyan employers (FKE) motivated 
its followers to choose apolitical as well as state the area of operation 
mainly to directorship and even body of management of multinational 
companies (MNCs) organization like deciding of industrial location 
expansion of branches and subsidiaries, nature of product 
differentiation and system of re-investment. In relation to the above the 
Kenya association of manufactures was launched in 1959 mainly as the 
association for encouraging as well as promoting the East African 
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industries market. According to Lays 1974 analyzed  in 1963, the KAM 
was recognized as the association of the East African industries of 
which encourages the growth of the membership of the KAM mainly by 
protecting the East African common market from contracting. Hence at 
present it is playing role of African employees of the MNCs, also in 
comparison with that, KAM is growing more strong than the compared 
Kenya chambers of commerce and industry of which is playing the role 
of protecting the interest of small African businessmen and 
entrepreneurships in the commercial sector, service sector as well as 
agriculture sector (Leys 1974). 
 
 
 
10.8 POST –INDEPENDENCE IMPORT SUBSTITUTION    INDUSTRIES; 
1964-1974. 
The initial setting and government policies  
        
 Van Arkadie (1964) observed that during the year 1964-1974 this was 
the period of booming import substitution industrialization in Kenya, 
however, the launching of the import substitution industries in Kenya 
was mainly recognized as aiming at laying down the starting point of 
encouraging the development of the industrial sector while targeting the 
discouragement of the excessive dependence on primary manufacturing 
as well as the importation of the manufactured and processed 
commodities. In addition to the above, the more development  proceeds  
in the Kenyan economy ,the attempts to discourage the importation of 
the manufactured commodities with the main  aim of promoting export 
of the manufactured commodities was exactly encouraged by the sense 
of balance of payment  constraints on the  development of the Kenya 
economy.  
  According to the session paper No. 10 of 1965 on “African socialism 
and its application to planning in Kenya”   clearly indicated that in 
order for the Kenyan economy to do away with the foreign exchange 
difficulties, the Kenyan government should use the borrowed funds as 
well as imported capital goods in a wise manner with the main target of 
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encouraging the production of more goods and services sot that to 
motivate more export or import of other goods and services. Also in 
addition to the above, in order to support the development of industry 
in the Kenyan economy there should be an integrated processing of 
agricultural products, livestock and forestry products as well as natural 
resources mainly for the local market. However, even though the main 
target for exporting the manufactured product of the import 
substitution industries (ISI) was not being examined as the best 
solution as the foreign financial agencies measured with the Kenyan 
economy.  As it is shown in the table below, the east African economic 
region was exactly depending on the imports of goods and services. 
Apart from capital and equipments some of the other imports could 
have been manufactured locally, hence in relation to the above 
encouraging that on an economic scale depended mainly on the 
sustainability of the east African market.  
 
Table 113 
Total imports and domestic products in East Africa 
1954-1962 million pounds  
 
 
 
 
 
 
 
 
 
 
 
 
 
              Source; central bank of Kenya annual report 1965 
Total Net imports by country 1954-1962 
 
 
 
 
 
 
 
 
YEAR EAST AFRICA TOTAL 
IMPORTS  
EAST AFRICA 
MONETARY GPA 
1954 117.5 286.2 
1955 149.0 320.2 
1956 133.8 331.3 
1957 140.1 336.6 
1958 121.4 359.8 
1959 121.5 375.7 
1960 133.9 400.3 
1961 135.2 404.3 
1962 135.5 409. 7 
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Table 114 
 
 
 
 
 
 
 
 
 
 
 
 
source; 
 
 
1). East African statistical department, economic and statistical   
review,  Various issues and east African common services 
organization, Annual trade reports various years, 
2) .Central Bank of Kenya Annual report 2000, 
3).Central Bank of Kenya Annual report 2001, 
4).Central Bank of Kenya Annual report 2002 
5).Central Bank of Kenya Annual report 2003, 
6).Central Bank of Kenya Annual report 2004,  
7).Central Bank of Kenya Annual report 2005. 
 
 
            Van Arkadie(1964) indicted that the imports into the east 
African economics was grouped mainly according to the end-use by 
which it was analyzed that consumer goods circumvented greater 
portion. Analytically, such said consumer goals may be equally 
manufactured locally however; the scarce of the foreign exchange was 
equally used to import the required technology as well as capital for the 
manufacture of the said required goods to be consumed locally with the 
east African region. In addition to the above in comparison with the 
establishment of the import substitution industries (ISI) in Kenya 
experience in relation with other countries which mainly had 
YEAR UGANDA KENYA  TANGANYIKA  
1954 25.2 60.3 32.0 
1955 34.0 71.5 43.5 
1956 28.1 69.8 35.9 
1957 28.9 72.0 39.3 
1958 27.0 60.9 33.6 
1959 25.5 61.5 34.5 
1960 26.0 70.1 37.8 
1961 26.5 68.9 39.7 
1962 26.2 69.5 39.8 
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established (ISI) indicated that textile as well as clothing encouraged an 
early industries growth and development in such  economies, Also in 
relation to the above East African  region  indicted that  inorder to 
encourage  future industrial development  the textile  and clothing 
industry  contains  sustainable market as it was analyzed by Van  
Arkadie (1961) the import of textile yarns and fibers clothing, leather 
consumer  good, the footwear and even parts of foot wear and even 
parts of footwear were generally valued at  pounds  twenty four  million 
for East African region. From the above we can be able to learn to learn 
that the importing of textiles and clothing accounted for the ratio of 
45% as indicated in the table below. 
 
Table 115 
Allocation of imports according to end use, East African region 
1961 million pounds 
 
 
A. consumption activities; 
 
Food, drink and tobacco 
  
Finished durable good                       
 
Manufactured material used in  domestic 
 
 Production of consumer good      
 
Spares and accessories crude materials used 
in the local production  
    
Miscellaneous 
 
B .Agricultural inputs 
 
C. investment activities 
      
Producer’s capital goods 
     
Spares and accessories  
     
Building materials  
 
D. Industrial inputs (not elsewhere 
classified) 
     
Explosives and chemicals 
 
12.2 
   
8.0 
 
27.1 
 
6.2 
 
 
1.5(a) 
 
5.4 
 
62.7 
 
2.3 
 
2.7 
 
4.7(a) 
 
8.4 
 
40.7 
 
2.6 
 
0.3 
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Crude materials   
 
Mineral fuel and lubricants (not classified as 
consumer goods)   7.5 
 
Metalliferous ore and metal scraps  
Total  imports retained for domestic use 
E.re- exports 
F tatal imports(b) 
 
 
 
0.9 
 
0.9 
19.9 
124.7
(b) 
10.4 
 
135.4 
 
   
  
Sources;  
 a)Van Arkadie    (1964)  Note that import of spare parts for 
consumption activities were very small like spare parts for cars 
and house hold  machines  this is probably due to those 
significant role that domestic foundries and metal engineering  
industries were playing. 
b) Figures do not add up to the rate because of rounding. 
 
  From the above ,footwear  like Bata shoe factory at limuru in 
Kenya  such firm need sound protection from outside influence so 
that to encourage sustainable development in the east African 
region. Other low developing countries including India as well as 
china and Hong Kong export their textile products into the east 
Africa economies. However what we can also say is that, textile like 
other primary products also is having an income elasticity of 
demanded of which is generally less than  unity , hence the nature 
of expenditure mainly on the said item increases less fast than the 
income. Comparatively the rate of global textile production has 
grown exactly much more slowly than the ration of manufactured 
production mainly as well as we can weight it against the previous 
period    then if the said textile as well as clothing ratio is low than 
what can be analyzed is that the industry in Kenya is an import 
substitution indicates that export possibilities for the same is 
equally very poor even the whole of the other East A African region. 
Arkadie (1964) as well as the world bank (1983) are for the opinion 
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that the East African domestic market. 
              In addition to the above, the world bank (1983) and Van Arkadie 
analyzed that the other main possibilities for the import substitution 
industries (ISI) in the East African region was iron and steel. Also in 
early 1960-1961 the East African imported iron and steel products 
of 133,000 tons of which during the year 1962 it decreased to 
125,000 tons of which was exactly valued at pounds 8.7 million 
during the year ended 1961. From the above table we can easily 
analyze that the east African region  was only depending on the 
importation  of iron and steel so that to sustain the construction 
sector of the economy, while taking into the account that the 
construction sector is the main part in the development of the 
necessary infrastructure  of which can motivate the industrial 
development  as a whole than such dependence mainly attracts the 
growth  of import bill of which exactly increases the construction 
cost within the region .  Equally in addition to the above imports are: 
plates, sheets, and hoops strips railway –track materials, pipes, 
tubes, casting and forgings. Other materials which were important  
are, nails wire, metal doors etc. then here we can say that  at this 
particular  time in the East African region we are having  and 
sustainable  locally managed foundries and metal engineering  
workshops of which could have assisted  the production  of the 
above  said items  for the constructions. What the East African 
economies  should take into consideration   that the above  said 
foundries  as well as  workshops are exactly owned and managed by 
the foreigners mostly the Asians  whom were  not getting  sound 
political protection  from those importing houses of which were 
managed by the Britons, apart from the above  other import 
substitution  were paper and paper products, rubber products, soap 
and cleansing preparation, chemicals (including pharmaceuticals, 
cosmetic soaps),  fertilizers  and insecticides, paints and even 
varnishes. However, I can only say that  small scale imports- 
substitution  industries (ISI ) needs more motivation so that to 
manufacture of building  materials, glassware, chinaware, glass and 
 430
plastic house hold  ware, household sanitary fixture, matches wood 
products, miscellaneous plastics, brooms and brushes, toys and 
games, pens etc. food processing industries is one of the most 
important import- substitution industries  in the East African 
economies  of which was launched during the settlers epoch. 
However the food importing bill was very high. Equally the food 
import substitution industry circumvents a very important area over 
the same. In comparison with the rate of urbanization as well as the 
growth in the market in the East African economies sustainably 
encouraged the import –substitution industries over the same.  
 
 
   10.9  Import substitution industries established in Kenya  
          1964-1974. 
  
          The world bank 1983 observed that the importance of import 
substitution industries mainly in the manufacturing sector suggested 
that a large ratio   of FDI during the year ended 1974 in Kenya went to 
the manufacturing sector more specifically to those which are demand 
oriented industries. Equally some of the above said industries as it was  
observed  by Eglin (1978) and the world bank (1983) are as shown in 
the table below; 
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Table 116 
Partial list of import-substitution industries established  
In Kenya since 1957-1974;  
  
Industry  Investors Date of 
investment 
Cycle tyres and 
tubes 
 
Tubes 
 
Paints 
 
 
 
 
 
 
 
Baby food 
 
 
Shoe polish 
 
 
 
Propriety 
medicine 
 
 
 
Radios 
 
Radio batteries 
 
 
Motor vehicle 
tyres 
 
 
TVs assembly 
 
 
Industrial ink  
 
multi-wall paper 
sacks 
 
Light bulbs 
 
Bata  shoe company 
 
Avon rubber (Kenya) 
co. 
 
Leyland paints 
(Kenya) ltd 
Sadolin paints (EA)ltd 
Robbie lac paints 
(Kenya)ltd 
Waipamur company 
(Kenya )ltd 
 
 
Gloxu Allenburys 
(EA)ltd 
Cow and gate (EA) ltd 
 
Kiwi home products 
(EA) ltd. 
Reckett and Coleman 
ind. 
 
Sterling Winthrop 
Aspro Nicholas (EA)ltd 
 
Sanyo (through 
(ARMCO) 
 
 
Union carbide 
 
 
 
Firestone (EA)ltd 
 
 
Sanyo(through 
ARMCO) 
 
 
Coates bros (EA) 
 
E.A packaging 
1957 
 
1958 
 
 
1958 
1958 
 
1960 
 
1960 
 
 
1964 
1964 
 
 
1960 
1961 
 
1959 
1961 
 
1965 
 
 
1967 
 
 
1969 
 
 
1966 
 
 
1960 
 
1963 
 
 
1966 
 
 
1966 
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Electrical cables 
 
Tooth paste 
 
 
 
Brooms and 
brushes 
 
Stainless steel 
tanks 
 
 
Chocolate 
confectionery 
 
Fish net 
 
 
Motor vehicle 
assembly 
 
 
 
 
Motor mart and 
exchange 
 
 
Leyland (Kenya) 
ltd 
Textile mills 
 
Paper 
industries 
 
 
Philips  electrical 
lamps 
 
 
East Africa cables 
 
Colgate Palmolive 
 
 
 
L.G Harris 
 
Hall thermo tank 
overseas 
 
Cadbury Schweppes 
 
 
 
Kenya fishnet 
industries 
 
 
General motors 
(Kenya ) ltd 
 
 
Rivatex 
Kisumu cotton mills 
 
Pan-African paper 
mills  
 
 
 
1966 
 
 
 
1967 
 
1967 
 
1970 
 
 
 
1970 
 
 
1975 
 
1970 
 
 
 
1962 
 
 
 
1975 
 
 
 
1965 
 
 
1973 
 
 
 
 
 
Sources;    (1)  world bank 1983,  
                   (2) Eglin 1978 page 107-112;  
                   (3)  African Development   may 1976 
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          From the above ,table it can be  clearly analyzed that  the  above 
industries were the subsidiaries of the multinational companies  of 
which the Kenyan government circumvent some few share in the said 
industries, however,  Eglin (1978) as well as the world bank 1983 
indicated that  the market monopoly mainly by the multinational  
companies (MNCs) subsidiaries in the ISI  sector has been  exactly 
highly  protected by the tariffs as well as the quotas so that to  
encourage the state of development  in the country mainly  in rapid rate 
of growth and development of industrial  output or production  to 
encourage the rate of  employment generation, to improve the foreign –
exchange  conservation, utilization of the local resources for 
industrialization as well as creation of the required skills for the  
industrial development. However from the above its clear that the above 
said multinational companies (MNCs) have not yet attained the exactly 
required target of the industrial development as well as the  generation 
of the employment in Kenyan economy even   though the said  
multinational companies (MNC) are highly enjoying the state of 
monopoly hence making more profit  over the same from  the above 
analysis we can easily understand that  the nature  of allocation  of the 
resources  to the need of the overseas investors mainly in pursuing 
their long –term objectives as well as the  likeness of the Kenyan 
government to distribute the cost among the producers be it gain or 
loss. However in comparison Kenyan economy, the measure that we 
can use to examine the nature  of allocation that has been taken in the 
Kenyan economy is mainly to analyzes the structure of an effective 
protection  which  have been gained by the various import –substitution 
industries and even more so the ratio of their profitability mainly when 
its being weighted as compared to the world prices, exactly by 
employing the same sense of examining the above rate as it was 
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investigated by Michael Phelps in (1972). The consumer goods 
industries circumvents an   average ratio of protection of 69% than 
those others which are highly engaged in the process of manufacturing 
an intermediate goods of which enjoys the protection of 20% also as 
indicated in the table below, the import –substitution industries (ISI) 
have been receiving the highest level of protection in the economy of 
which have been highly recognized as the least profit making mainly in 
the world market price. 
Table 117 
Effective protection, international competition and ownership 
of selected industries. 
Industries Ranking
by level 
of 
effective 
protectio
n 
 Ranking 
by 
internatio
nal 
competitiv
eness 
Owners
hip in 
1968 
Date of 
protection 
began 
Receiving above 
average protection. 
Nylon dying 
Margarine 
Pork products 
Sugar 
Rayon cloths 
Paints  
sisal bags 
Cotton cloths& 
garments 
Cotton seed 
production 
Blankets 
Torch batteries 
Metal structure 
Grain milling 
Dairy products 
Ink 
Cycle tyres 
Galvanizing & 
corrugating 
Packing (cartons etc). 
Car batteries 
Cashew nuts 
Paper manufacturing 
Furniture  
rayon yarn 
 
 
1-5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
 
23 
 
 
 
54 
58 
56 
57 
55 
53 
51 
48 
50 
47 
45 
49 
43 
46 
41 
40 
15 
42 
 
28 
44 
38 
39 
33 
 
 
 
 
F 
F 
L 
F 
F 
F 
L 
F 
L 
L 
F 
F 
L 
L 
F 
F 
L 
F 
F 
L 
 
F 
F 
F 
 
 
 
1964 
1949 
1946 
1965 
1960 
1954 
PRE-1958 
1959 
PRE-1958 
PRE-1958 
1967 
PRE-1958 
PRE-1958 
1960 
PRE-1958 
1962 
PRE-1958 
1963 
PRE-1958 
PRE-1958 
 
1966 
1960 
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Sources; 1). Eglin 1979,    
               2).  world bank 1983 
               3). Central Bank of Kenya annual report 2003,  
               4).Central Bank of Kenya annual report 2004,and 
               5).Central Bank of Kenya annual report 2005. 
 
 
Note;       F=Foreign  
                L= Local.        
 
 
            From  the above table, in 1979 , Englin (1979) analyzed that such a 
high rate of protection may either encourages the profitability  of the 
protected industrial activities mainly  in the expansion of the domestic 
consumer of which may  equally encourage the high rate of inefficiency 
and making the non-viable industries exactly disappears from the 
economy. Also on the other side the main emanating problem of  
vicious circle of poverty of which may exactly emerge from the analyzed 
process of high costs mainly calling a high rate of protection as well as 
discouraging the ratio of demand with the objectives of creating more 
capacity and even a higher cost. 
              In relation to the above analyzes for example, the firestone tire 
company of which circumvented an opportunity and exactly involved in 
the negotiation with the Kenyan government for their industry mainly 
from the foreign competition. The said industry was launched in 1969 
with the capacity of supplying the East African region as a whole for 
tires of which was attained within some short period of which was 
followed when the tire company had launched the same subsidiary 
company in Tanzania. For sound motivation, the Kenyan government 
for increases the price of the said products in the Kenyan domestic 
market.  
  
            10.10 During the crisis period. 
 
             The economic survey of Kenya  (1977-1982) observed that, 
the Kenyan economy comparatively used to enjoy an increasing rate of 
economic growth, hence since early 60s immediately after 
independence to around mid- seventies, the manufacturing sector of 
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the economy indicated  an encouraging growing rate while its GNP 
was equally growing at a constant rate. Apart from the above  
analyzes the exact  role played by the import substitution industries 
mainly in encouraging the growth of the manufacturing  sector while 
on the other side the exact role played by the Kenyan government 
mainly in encouraging the growth of the industrialization in the 
economy through import through sustainably encouraging  import- 
substitution industries(ISI)  is by making  available employment 
facilities, providing the required skills and technology as well as 
encouraging  the  process of domestic capital formation  in motivating 
long term industrialization process in the economy. 
             International labor organization (ILO 1972) in its  report on Kenyan 
economic growth  and performance observed  that during the period 
since  1964-1974, there was imbalance in Kenya’s economy of which 
generally  resulted to the problem of unemployment  and an 
increasing rate of poverty  mainly among  the increasing 
unemployment population of which were mainly followed by the slow 
rate  of economic growth as well as slow growth of employment 
creation opportunities mainly in the industries sector, the increasing 
rate of deteriorating terms of trade mainly among the rural areas as 
well as the urban sector of the economy and finally analytically there 
was lack of sound a policy mainly in regarding on what steps should 
be taken to improve the said situation so that to encourage a more 
self reliant in the economy, however, within such analyzed huge 
increasing ratio of poverty  up to  present, there was sustainable an 
emerging improvement growth both in  the agriculture sector    as well 
as  the manufacturing  sector, however, apart from the above, the 
concentration  of land  ownership was high and a small percentage  of 
people circumvented a large ratio of the   income earned. Besides  that 
the higher  income earners were not  willing to invest the same for 
sustainable development, instead a big ratio of them were practicing 
unproductive  activities, the said  behavior equally discourage the rate 
of domestic capital formation since the propensity to save was  very 
poor. Hence this tendency motivated economic crisis in the Kenyan 
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economy; there was a growing rate of balance of payment in the 
economy of which was influenced by the growing ratio of import bills 
and low export earning. 
                The growing ratio of massive unemployment in the economy; lack o
enough ration of foreign exchange and finally the nature of inflation
ratio of which was influenced by the government’s  measures in
managing foreign exchange  crisis in the Kenyan economy. Kaplinsk
(1982) world Bank (2000) world bank,1983, economic survey of Kenya
(1988) (2000) have analyzed  that as the oil crisis  hit the capitalistic
economy, the poor  developing economies, sub Sahara African
economies as well as the Asian economies, their ratio of balance o
payment has been deteriorating. World bank (1983) indicated that the
nature of growth in real per capital incomes ended during the period
1970’s mainly with saving for the coffee boom years  of 1976-1978
Comparative to other sectors of the economy, the agricultural sector
indicted a growing  ratio  as said  mainly due to provision o
sustainable  good hybrid maize seeds as well as the encouragement in
the shift  into the marginal lands as well as the distribution of large
unproductive settlements schemes so that to improve it’s productivity. 
World bank (1983) Cowen (1983) analyzed that the ratio of oil bills  
increased to 40% of Kenya’s export earnings of which during the same 
period was equal to the earrings of coffee and tea of which substituted  
for the oil supporting bill. The following  table indicates that Kenya’s 
balance of payment current- account  difficult of which tripled during 
the period 1973 and 1973 
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Table 118 
Current external and loan account 1971-1981; 
     (Million Kenyan shillings). 
 
 
 
Year Balance of 
payments 
current 
account 
deficit 
Bilateral 
external 
loans 
Multilateral 
external 
loans (a) 
Tatal 
external 
loans 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1970 
1981 
32 
38 
58 
126 
107 
64 
15 
284 
216 
373 
334 
58 
64 
77 
81 
100 
110 
122 
134 
325 
343 
414 
 
74 
85 
105 
115 
146 
89 
209 
240 
188 
497 
646 
 
133 
149 
182 
196 
245 
299 
331 
374 
813 
842 
1060 
 
 
 
 
Sources; 1). Kenya government, economic survey 1977,  
                2).Kenya government, economic survey 1982,  
                3).Kenya government, economic survey 1983, 
(a) refers to loans from world bank  IDA African development  Bank 
and other such agencies 
 
          The world bank (1983) clearly  analyzed that in order for the  Kenyan 
government to manage  the above so analyzed  financial  crisis, it has to 
encourage sustainable more  external borrowing of which on he other 
side was to discourage the ratio of the economic development mainly 
again  by controlling debt-servicing expense in the economy. 
                 From the above the study, can be able to analyzed that if the 
Kenyan economy was to circumvent sustainable foreign exchange, 
hence the economy would equally have a few foreign exchange main 
allocated to entrepreneurship of which will be comparatively be utilized 
for the importation of the capital goods as well as the spare parts. 
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comparatively, the analyzed  conditions would exactly  affect the 
import-substitution  industries  of which  highly depended on the 
imported  equipments for their industries , in addition to the above, the 
construction  of new industrial units will be discouraged mainly due to 
the lacking sound policy in determining as to what nature of import to 
be accepted and which should not. 
         The above on the other side will lag the construction period hence 
wasted the cost of plant will equally increase of which will make the 
completion of the plant to the delayed.  
 
10.11 Industrial  Expansion and it’s limits in the 
        Kenyan economy  
 
             The  protected producing industries in the Kenyan economy which is 
producing highly costly goods mainly for the local markets of which 
encourages high profits of monopoly market conditions  in the 
economy. According to the economic survey  of Kenya (1978) world 
bank (1983) observed that the nature of industrial expansion  also 
may  result  mainly due to the nature of protection  given to the local 
producing  domestic industries  of which may improve the  volume of 
their inputs  in relation to the export   possibilities normally grew,  
comparatively, so long as the domestic market is not facing any kind 
of competition,  hence only enjoying the protected monopoly in the 
economy then the nature of export production will generally be under-
utilization the plant’s capacity. 
 
10.12  Artificial differentiation of the local production and  
        distortion of local  market 
            The world bank (1983) Eglin (1978) observed hat the nature of 
artificial differentiation of the local production was mainly due to 
single industry of which exactly monopolizes the domestic demand  of 
which is willing to increase  the sale of its product mainly through 
advertising  various brand name for the same produced product for 
instance, the said kind of advertising has highly  been used in the 
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products like paints, soft drinks, cosmetic, soap, torch batteries 
pharmaceuticals and even the food industries. Hence, the above, 
motivates targets in Africanization to be the public relation 
management equally the personnel control section. However  the 
system of market sharing mainly among various firms or industrial 
units of which  are exactly manufacturing identical products mainly 
local consumption may result to differentiation of the same, hence 
then oligopolistic    foreign prices as well as the system  of quality 
competition  and demand mainly advertising and the quality 
competition. However in relation to the above,  non-consumer goods 
of which where tested as well as the brand- name differentiation 
affects the market, then oligopolies accepts the product specialization 
as a technique of improving  the market –sharing with the economy.  
              The world bank (1983), Eglin (1978) studied that, the mental box as 
well as van leer containers both of which invested in domestic 
industry manufacturing metal cans, the manufacture of tin cans 
mainly to be consumed for the food processing industries while on the 
other side Van leer started to produce metal containers to supply the 
oil, chemicals as well as paint firms. In addition to the above, high 
rate of advertising  employed encouraged the nature of distortion of 
the system of local  market of which resulted to the discouragement of 
the domestic firms of which on the side cannot afford the advertising  
or engage in other expenses mainly which can artificially can improve 
the differentiation in the commodities. 
 
10.13 Suffering of local industries.     
   
          The domestic industries have been undermined mainly due to the 
nature of monopolistic environment granted to firms, for instance 
such said companies like Bata has exactly resulted to the 
discouragement of the local shoe-making firms of which exactly 
included a small-scale artisans in the economy making custom-made 
shoes as well as using leather inputs mainly circumvented from 
domestic tanneries in Kenya comparatively,  hence it has been 
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suggested that  the nature of employment generated mainly from such 
artisan firms is generally higher as compared to that generated  by the 
said mechanized Bata firms while on the other side in the case of 
comparing the ratio of prices of the artisan’s shoes is generally lower 
than that   of Bata. Hence shoes-marking mainly by the local artisans 
also had circumvented many linkages in the local economy. Apart 
from the above the other case of undermining of the local firms in the 
Kenyan economy is mainly that in the metal engineering firms as well 
as Kenya foundries according to the studies indicated that the Kenyan 
economy, has the required capacity as well as the needed skill to 
manufacture the intermediate goods and even some capital good 
mainly from its local foundries and metal engineering workshops. Also 
according to the study of the world bank (1983 ), Coughlin (1985), the 
above so analyzed foundries utilized only 23% of their capacity while 
on the other side, the metal engineering workshops also circumvented  
only 34% of there  capacity. Coughlin further observed that the 
railway workshops is owned by the Kenyan government. Also the 
analyzed that machine shops can be improved so that to hold a 
capacity of 42% while on the other side that of the foundries can also 
be expanded to the capacity of 106% mainly by encouraging 
sustainable use of the existing man labor without any addition hours, 
of which is highly under utilized in Kenya. For instance my findings 
were in the case of the Railway’s workshop there capacity exists 
mainly due to lack of enough market encouraged by the state, 
however this means that the above said workshops cannot improve 
the other jobs mainly due to legal limitation of which maybe 
encourage the import or the distribution of the products which could 
mainly be manufactured by the said workshops. The nature of 
importation  of the various type of equipments into the country 
comparatively  affected local value added in addition to that, inorder 
for the local manufacturing  industries  to manufacture automobile 
parts of which are a good example of the above, in the Kenyan 
economy mainly for those knocked down vehicles in Kenya, than the 
Kenyan government should pay the multinational companies(MNC) 
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the subsidiaries  mainly for those parts which are supplied within the 
local  markets, the main objectives  for such said deletion of the  
allowance is adjusted mainly to encourage the  lower value than the 
expected cost of production of the parts with the economy.  
       Hence the above analyzed  can only deliver the sense that 
it can discourage several   times production of the imported parts 
hence motivating the creation of what I can call negative value added 
their analytically, I can also say that the vehicle assembly import 
substitution  industries  can easily discourage the development of 
domestic manufacturing industries for spare parts as well as for other  
vehicle components in addition to the above, the Kenyan domestic 
industrialization process is also discouraged mainly by other huge 
number of different types of vehicles locally assembled imported into 
the local market. The world bank (1985(b)) clearly  analyzed that, a 
large number of various model of trucks, cars, tractors, pumps as well 
as other machinery and even  equipments are exactly imported  or  on 
the other side  assembled in Kenya . However  Kenya assembling  
industry is assembling various models of which is more than  90 
models of the said trucks and buses and has at least 60 makes of 
cars in more than 200 models within the Kenyan economy .In 
addition to the Kenyan economy also imports more than 260 models  
of water pumps and at the same time circumvent  tractors from  at 
least more than 15 economic  regions the said models discouraged the 
local manufacture of components as well as  spare parts and on the 
other side  encourages  the increase of the investment  expenses and 
labor training  in the Kenya economy . 
          Also, in relation to the above problem is that the owners of the analyzed 
foundries and mental engineering workshops are mainly Asian 
management. Equally, while taking everything into the account, since 
1963, when Kenya circumvented her independence, the Asian investors 
have been seen as the rays of the Kenya political nature apart from the 
sponsors of a few politicians as their power brokers within the 
economy. comparatively such said nature of brokerage always involve  
by passing the establishment rules and even getting decisions which 
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made as favors and even not as  it was expected. Generally, the 
analyzed made the Asian  investors who can not be bale to fulfill the 
above  said shortcuts as it was being done by the multinational 
companies (MNCs) hence there was  no sound promise of their business 
operating since the Kenyan government was acting as a broker for the 
multinational companies (MNCs) of which  discourages the Asian 
investors. 
 
10.14  Corruption and Import-Substitution Industries  
         Development in Kenya. 
            In the present emerging global economy, Kenyan economy unlike
any other developing economies in the world, the rate of corruption is
always growing in Kenya, the Ant- corruption commission (ACC) has
been established mainly to try and control the said manipulation   in the
economy. However apart from the  above, in Kenyan economy there has
been  an institutional framework  meant mainly for controlling  as well as
restraining the nature of operation of the multinational  companies
(MNCs) within the main aim of encouraging  the interest of nationa
building as well as the nature of domestic capital formation
comparatively . The said institution as well as the legal restraints has
exactly provided the environment which encourages the MNCs
subsidiaries in the domestic economy. Apart from the above, inorder to
discourage some of the restraints, the employment of the recognized
political policy mainly in the Africanizing their equity so that to gain easy
recorgnization of the Kenya government with the main objectives o
corrupting the government officials who are the directors of multinationa
corporations and there subsidiaries.  
          The world bank (1983), steven Langdon (1978) analyzed that  the case 
of Firestone  circumvented the concession from Kenyan government  
mainly in relation to the investment by recognizing the African 
distributors  exclusively for their tyres as well as providing the 
government  the management over the selecting  the said  local 
distributors, in addition to the above, the management of the firestone  
accepted  to provide prominent African  into their management staff. 
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The Kenyan government‘s share holding in the MNCs subsidiaries leads 
to settle state control of the multinational corporations operations 
within the Kenyan economy. However the nature of the Kenyan 
government involved in the partnerships in the MNCs was exactly 
focused as a system of defusing the most sensitive part of the economic 
sector. The system of government playing role in partnership as well as 
deeply involved in the institutions encourages the   means of 
institutionalizing the exposure to the state mainly in softening the 
difficulties over the business permits and ensuring guarantee of 
concessions entry. Even though, Steven Longdon (1978) analyzed that 
there is no any importance mainly for government actively participation 
in the MNCs. Since in the MNCs policies are always decided by the top 
management mainly in the area of planning an investment, planning 
capital expenditure, planning equipment replacement, planning annual 
projects budget –making, planning high-level personnel appointment, 
deciding the profitability targets and even deciding the nature of 
exports.    
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10.15 Conclusion  
 
From the above analysis we can easily conclude that for an industry to 
grow and develop as well as maintain a sustained competitive trajectory, 
the two types of support namely technical and financial support are 
required, since small firms lack the broad range of internal capabilities for 
production, marketing and innovation, and they also do not possess 
enough linkage capability to encourage external knowledge. Small scale 
producers are unable to meet all the above said perquisites and therefore, 
state and private actions are very much important, mainly on the supply 
side and technical support. 
The said small scale industry are depleted in manpower as well as under 
funded.  In the financial support system, banks are risks averse and often 
hostile to the requirement of small scale industries for financial support. 
The capital market in Kenya is a difficult proposition for small industries 
and the government has set up a special credit guarantee schemes and 
development banks to fill the gap in financial resource flow to the small 
industries. The said weakness is an internal matter that makes small scale 
industries to face problems . Again access to financial support remain a 
major problem to small scale industries.   
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CHAPTER 11 
 
IMPACT OF MULTINATIONAL BANKS (MNBS) ON COMMERCIAL 
BANKS’ CREDIT SUPPLY TO INDUSTRIAL SECTOR 
 
11.1 MULTINATIONAL BANKS IN KENYA (MNBs) 
Various analyses have indicated that a multinational bank has become 
significance policy issue. In early 1990s financial instability has risen in 
both emerging as well as transition economies hence credit supply 
remains insufficient. So that to improve the nature  and quantity and also 
quality  of the credit supply, the policy markers of which economies have 
encouraged the operation of MNBs mainly while taking into consideration 
the domestic and international policies. 
However, in 1999, the USA congress international financial institution 
advisory commission proposed the permission of free entry of MNBs to be 
the major among four conditions to qualify for IMF advances (loans). 
In addition to the above, the Uruguay round of negotiations of the world 
trade organization (WTO) general agreement on trade in service (GATs) 
accepted that the financial service agreement (FSA) in 1997 that was 
equally meant to open borders to multinational financial service providers. 
Since the financial crisis of 1990s, the entry of the multinational banks 
(MNBs) into various economies becomes very much important. And at the 
same time the MNBs are also interested to assist such troubled economies 
at the substantially small cost. At the same arena, during the time of 
privatization many economies including Kenyan economy accepted to easy 
entry conditions for MNBs so that to motivate and facilitate privatization 
programmes. Equally, due to entry of MNBs, the profit of domestic banks 
has declined. 
 Finally the impact of MNBs for industrial development in Kenya and the 
economy as a whole, hence the financial markets developments of Kenya 
and South Africa  inorder to understand the impact of MNBs on the 
quantity and quality of credit supply for industrial development and the 
whole economy. Hence a large number of multinational banks (MNBs) will 
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make it easy for the credit borrowers for industrial development and also 
the acceptance of the MNBs will not have any instability to financial sector 
of Kenya. 
 
11.2 Definition of the multinational banks (MNBs) 
 
According to Jones (1992) defined MNBs in emerging economies has 
exactly grown very rapidly over the last 15 years i.e. since the financial 
crisis of 1990. Analytically by the year 2001, out of 206 economies 154 
reported MNBs loan up from 1056 in the year 1985. 
In developing countries MNBs loans grew from 33 Billion US dollar to $ 
490 Billion hence indicating a great increase of about 1400% on the other 
side the nature of local currency deposits at MNB increased from 822 
Billion to $ 44 Billion during the same period of the year 2001. Hence this 
increase of 1900% of local currency (loans and deposits figures) shows the 
true presence of MNB’s in various emerging economies. 
The above so given exactly exclude foreign currency loans and deposits 
and also do not include MNBs in foreign banking centers. 
 
11.3 The growth of MNBs loans and deposits in various economies 
regions. 
As it has been indicated, the total MNBs loans were largest in Latin 
America Asia and the pacific islands, Eastern Europe, Africa and Middle 
East  
Table showing total multinational banks loans region wise  
 
Table 119 
Region MNBs loans 
$ 
Total % 
Latin America 
Asian and pacific 
islands 
Eastern Europe 
Africa and middle 
East 
269 
119 
 
75 
 
28 
3540 
2460 
 
724 
 
356 
 
 Sources; Crystal, Dages and Addberg 2001 
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From the above analysis indicated that Africa is the only region with the 
smallest increase and the lowest level of MNBs loans. 
 
11.4 Distribution of MNBs deposits region wise   
although MNB deposits are generally smaller than MNBs loans are also 
distributed unevenly across the region as shown below, with Latin America 
having the most MNBs deposit in the third  quarter of 2001 followed by 
Asia and pacific islands, Eastern Europe  and Africa 
 
Table 120  
Showing distribution of MNBs deposits region wise  
 
 
Region MNBs deposit 
$ 
Total % 
Latin America 
Asia and pacific 
Island 
East Europe 
Africa 
230 
110 
75 
 
25 
13525 
2950 
1200 
 
358 
 
 
Source: crystal, Deges and Goldberg 2001 
 
Hence according to my findings is that in all regions, MNBs deposits have 
grown faster than loans hence suggesting that MNBs become less 
dependent      on their parent companies for liabilities and that MNBs has 
to increase their balance sheet liquidity more than that domestic banks 
(crystal, Deges and Goldenberg 2001). 
 
Accordingly, the Kenyan economy’s characteristics that seem to determine 
MNB loans are real economic factors, financial market factor and the 
external factors. 
According to my findings real economic factors determining MNBs loans 
are market size (Khoury, 1979, Terrell, 1979, Sabi 1994) and on the other 
side the savings of MNBs (Fieleke, 1977, goldedery and saunde 1981, 
Hultman and McGee 1989, khoury 1980, kindleberberery 1983, jain 1986 
Heinkel and levi 1992 and also Pomerleano and Vojta 2001), Weller and 
Scher (2001). The real economic growth as it has been analyzed by Sabi 
1988, 1994. Equally the financial market aspects influencing MNBs loans 
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are also underdeveloped banking markets (Terrell 1979, khoury 1979, 
Guillen and Tschoegle, 1999). 
 privatization of the Kenyan local banks as it has been analyzed by 
(simonson 2001, lardy 2002) greater earnings for multinational banks as it 
has been indicated by Mahajan et al (1996), the presence of the other 
multinational banks as it has been analyzed by Terrell 1979, Ball  AND 
Tschoegl, (1982). The demand for multinational banks (MNBs) products as 
it has been analyzed by (Cho, 1990) The nature of regulatory of the 
environment by the hosting economy as it has been analyzed by Albert 
1984, Hultman and McGee 1989)and also the nature of eth banking 
earning ratios as it has been equally analyzed by Hultman and McGee 
1989) . Above all the nature of the external economic factors determining 
MNB loans while taking into consideration the current account balances 
as it has also been analyzed by Terrell, 1979, Goldden berg and saunders 
1981, Sabi 1988 and also Weller and Scher 2001) Also the nature of the 
international interest rate differentials as it has been concluded by 
(Khoury 1979) and also the nature of the exchange rate (Goldenberg and 
Saunders, 1981, Hultman and McGee 1989, Weller and Scher 2001). 
in addition to the above analysis the other findings is the characteristics of 
the originating economy that equally influence MNB loans are the nature  
of the market size as it has been analyzed by Terrell 1979) the saturated  
home market as analyzed Heinkel and Levi 1992). Apart form the above, 
my research study is only focusing on the impact of MNBs on Kenyan 
issues like (i) the nature of credit supply for industrial development and (ii) 
the nature of financial stability for the industrial development. 
In relation to credit supply for industrial development , my analysis is only 
focusing on whether  MNBs focus on low risk borrowers(customers) while 
leaving the local banks (domestic banks) with high risk of which will 
influence the capital position of the domestic bank to either credit 
contraction or the wide spread of risk. however as it has been analyzed by 
crystal, Dages and Goldberg 2001) indicates that taking low risk 
customers is not a problem but on the other hand as it has been analyzed 
by Weller (2000, 2001) indicates that the economic evidence for a broad 
sample of emerging economies like Kenya that concluded that the lending 
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nature of the MNBs lower domestic credit mainly because of only taking 
the low risk customers. Comparatively, SMEs and at the starting up are 
proved to be more credit constrained than they otherwise expected to be. 
In addition to the above, Pomerleano and Vojta (2001) and Simonson 
(2001) have indicated that there has been sound improvement in the 
stability of the local banking sector after foreign entry due to more efficient 
banking procedure. 
 
Table 121 
 
   KENYA   South Africa  
Year Dep
osit 
GDP 
Cre
dit 
GDP 
Credit/ 
dep. 
MNB
s/loa
n 
Depos
its 
GDP 
Cre
dit 
GDP 
CRED
IT/DE
P 
MN
Bs/ 
loan
s 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
 
26.2 
30.4 
30.2 
28.3 
28.2 
29.7 
31.4 
36.4 
37.1 
40.6 
43.6 
48.2 
48.4 
44.7 
43.8 
NA 
31.9 
34.9 
37.5 
34.7 
32.5 
36.0 
37.9 
37.2 
29.1 
36.2 
42.7 
44.7 
45.9 
45.0 
45.6 
NA 
119.6 
114.9 
123.9 
122.6 
115.2 
121.1 
120.7 
102.0 
78.4 
89.3 
98.0 
92.8 
94.7 
100.6 
104.0 
109.0 
31.4 
28.9 
25.8 
44.5 
30.4 
32.2 
33.7 
31.9 
15.5 
10.0 
8.1 
7.8 
5.9 
6.6 
25.2 
17.3 
55.1 
51.2 
52.3 
55.4 
55.6 
53.8 
Na 
50.5 
46.9 
49.0 
50.0 
50.7 
54.0 
57.1 
58.5 
57.1 
59.3 
55.0 
54.0 
56.6 
55.4 
55.6 
Na 
58.9 
57.7 
61.9 
60.8 
63.7 
67.0 
73.2 
73.7 
76.5 
107.7 
107.5 
103.3 
102.3 
99.7 
103.4 
Na 
116.7 
123.2 
126.2 
121.6 
125.8 
124.1 
128.2 
126.0 
133.9 
1 
1.4 
0.5 
0.5 
0.3 
0.3 
Na 
0.4 
0.6 
0.5 
1 
2.5 
2.7 
2.9 
4.2 
4.2 
Source ;   CBK  annual report 2003 
 
However, inorder for my findings on the impact of MNBs on the quantity  
and quality   of credit to be conclusive so that to hold sound 
understanding the said two important issues , I have to use an example of 
other African countries e.g. South Africa  where the exact impact o MNBs 
has so far been left. 
 
11.5 Country Experiences 
 
However, Kenya had a historically large presence of the MNBs stemming 
mainly from it’s colonial days hence the credit market presence of the 
MNBs even though it had declined during 1980’s and 1990’s again 
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according to my findings is that towards  the end o 1990, it started again 
to rise. Also South Africa had a very small credit presence of the MNBs but 
is it grew to 4% at the end of 2000. 
In relation to the above credit growth, the two African countries differ, 
MNBs credit in Kenya grew from 32% in 1985 to 46% in 1999. On the 
other hand South Africa’s credit relative to GDP from 60% to 77%, with a 
rising MNBs market share.  According to my study in Kenya, the exact 
presence of MNBs was a legacy of the colonial time. However  large MNBs 
presence did not generally sit to control under capitalized domestic banks 
were influenced due to political reasons to distribute credit to borrowers 
before  analysis the business condition of  the borrower  hence un-credit 
worth borrowers were served with the credit hence due to poor credit 
standards, the quality  of the loan started  and continued  to deteriorate  
more. 
Analytically, such said subsequent financial instability meant a 
concentrating of credit in large urban centers hence this means that many 
borrowers were underserved. Hence the above made the MNBs 
concentrated on the increasing profitable business of government 
financing over the same and finally contributing to financial constraints in 
the economy of Kenya. Comparatively MNBs also started increasing on 
lending to the government and a few borrowers of which equally reduced 
MNBs loans to less than a quarter in relation to GDP as it was in 1985. 
Also the nature of financial liberation organisation started to rising 
interest rate many micro finance organisations started to operate. 
However, as from 1980 south Africa was found to be the main center of 
international banking as a result of anti –apartheid  and in 1985 default 
on and 13 billion in foreign debt  due to the imposition of the exchange 
control, the local offices of mainly internal banks were forced to close 
shops when ANC (African national congress) won election in April 1994 
political stability emerged of which motivated and attracted more 
investment of which was exactly followed with the adoption of the fiscal 
and monetary policies a need by sound financial liberalization. 
My studies discover that the South African experience with MNBs reflect 
some degree that of Kenya over the same, the dependence on MNBs never 
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assisted to insulate the economy from financial difficulties. In addition to 
the above, the increasing of MNBs in South Africa also created a lack of 
funding for many borrowers. The nature of international financial 
competition in South Africa equally lowered investment and growth this 
made the local banks to be against the international financial market. 
 
 
11.6 KENYA  
 
In the 1989 after Kenyan had experienced rapid growth the Kenyan 
financial sector remained to be engulfed with problems of financial 
instability of which was poorly politically determined lending and also low 
nature of capital basis. Sought for regulatory responses and also call for 
more MNBs were not enough. Finally such kind of financial instability and 
also poor or lack of sound financing for many industrial sectors remain to 
be the exact problem. 
Analytically, as indicated in the table below the Kenyan banking sector 
grew very rapidly in 1980’s 
 
 
Table 122 
Financial sector growth 1981-1996 
 
Year MNFIs Commercial 
banks 
1981 
1984 
1985 
1986 
1988 
1990 
1993 
1994 
1995 
1996 
23 
40 
48 
52 
54 
52 
51 
48 
39 
19 
16 
22 
24 
23 
24 
26 
33 
36 
41 
50 
 
Sources; Economic survey, various issues republic of Kenya 
 
From the above, there were 23 non-banking financial institutions (NBFIs) 
and 16 commercial banks in 1981, there were 26 commercial banks, 52 
NBFIs, 7 building societies, 2 development financial companies and the 
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Kenya post office saving bank in 1990. During the crisis, the total number 
of financial institution was 67 in 1999 of which equally included 7 MNBs. 
Such a high growth of the banking sector resulted mainly from such a 
great presence of the NBFIs mainly because of lower in the nature of 
regulatory standards. in 1990s  as the bank were also forced to change to 
commercial banks mostly when they were discovered to be more less 
stable financially than the commercial banks. 
In early 1990s crisis the Kenyan banking sector was generally described of 
being financial instability and more so politically influenced lending in 
nature. Hence both of the above so  analyzed have been exactly linked to 
as financial instability arose from low capital and non- performing loans 
also as shown in the table below; 
Table indicating main reason for bank failure 1994-1996 
 
 
Table 123 
 
Reason Proportion of 
institutions 
Non-performing loans 
Malpractice of directors 
Unsecured advances to insiders 
Undercapitalization 
Credit concentration 
Persistency violation of banking Act 
Heavy reliance on parastatals deposits 
Mismatch of assets 
Liquidity problems 
Poor assets quality 
Over-reliance or high cost of fund 
Interference by director and 
shareholders 
21 
14 
20 
38 
14 
10 
10 
7 
3 
3 
7 
 
10 
 
 
Sources; Ndungu and Ngugi (1998) 
 
 
In addition to the above, the Kenyan financial sector experienced a great 
crisis in early 1990s. However in 1986 more than5 financial institutions 
were exactly found insolvent of which prompted the Kenyan government to 
generally raise minimum capital requirement for banks and even the 
building societies. According to central bank of Kenya annual report 
indicated that the CBL in 1992 made Kshs 600 million available to trade 
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banks and the Pan African Bank. Equally the performance of banking 
sector remained weak due to increasing in non-performing loans. 
Apart from the above, Kenya has tried to improve its regulatory standards 
in areas of capital standard, the interest rate of which was liberalized and 
also restricting of the foreign entry. 
Since the central bank of Kenya (CBK) is the main regulator of the 
financial market, it’s charged with setting of reserve requirement and at 
the same time ensuring adequate capital standard as well as other more 
tasks as they have been described in the banking Act. Comparatively the 
MNBs as well as the domestic banks are exactly subjected to the said 
regulations and supervisions.  
The commercial banks in Kenya are generally required to maintain a 
minimum reserve requirement. The said was introduced to commercial 
banks in 1969 and in the year 1974 it was also applied to NBFIs. The 
above rose from a ratio of 12.5% in 1969 to 25% in 1994 and finally in the 
year 1977 it was reduced to 20%.  
In addition to the above, the  commercial   banks were required according 
to the  Act to have a minimum  cash ratio of 5% starting in 1971 and the 
same was also extended to the NBFIs in 1995 Analytically, banks started 
keeping excess liquidity more so between 1993 and 1995. Such excess 
requisite resulted mainly from the discount window restrictions placed on 
commercial banks. 
Besides the above, from 1993, the so called overnight lending by the 
central bank was restricted as an eligible security were found to be limited 
to treasury bills, treasury bonds and government bearer bonds, and 
securities were discounted depending on their maturity. 
In 1994 the central bank lending to the commercial banks was equally 
restricted and it was accepted that they could only borrow for a maximum 
of four days at a time. Hence those indicates that they could borrow only 
for ten days in any given month and also a penalty of 0.2% of assets per 
day was also introduced in case of non- compliance. 
Inorder to assist in stabilizing the banking sector in Kenya, the banking 
Act was generally being revised many times. The main changes applied to 
licensing of banks, in such a manner, the application had to be submitted 
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to the ministry of finance through the central bank, also to restrict entry, 
minimum capital requirements were equally raised, in addition to the 
above, in 1995 prudential guidelines of which included a code of conduct 
for directors, chief executive and other employees over the same, duties 
and responsibilities  or directors, chief executive and  management 
appointment duties and responsibilities of the external auditors as well as 
the loan loss provisions. 
In comparison with the above, the other most important changes to the 
banking Act in 1985 was the creation of the deposit protection fund (DPF).  
The said DPF was equally charged with liquidating the assets and also the 
paying off the liabilities of failed institutions. 11 NBFIs and 5 commercial 
banks were in liquidation in 1997. Hence total of more than 6.8% of the 
deposits was protected with 71% of the protected deposits paid up. In 
addition to that also 17.7% of outstanding debt was equally recovered in 
1997 up from 16% in 1996, inorder to finance the DPF, financial 
institutions were to contribute 0.515% of the previous year’s deposits of 
which was holding a minimum contribution of Kshs 300,000. 
Comparatively, in reacting to such a long term financial problems in 
Kenya, the central bank of Kenya raised the capital requirement from the 
early on said 5% of assets in 1988 to 7.5% in 1995. 
 In relation to the above, the financial institution had to maintain a reserve 
fund (RF) out of profits as it has been analyzed that as long as the reserve 
fund was less than the accepted paid capital, the banks were also required 
to transfer 12.5% of the earned profit or net profit each year to create RF, 
equally, any institution which has meant the goal it had to pay at least 
10% of their net profit. In addition to the above said in order to secure the 
reserve funds, the assets of the fund were supposed to be invested in the 
government securities and other authorized securities by the central bank 
of Kenya. The central bank of Kenya increased the minimum requirement 
for operating banks in Kenya to Kshs 500 million. 1n 1999 of which under 
consideration was reduced to a minimum of Kshs. 300 Million in the 
budget of 2001-2002. However these above so said can be clearly 
understood from the following table. 
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Table124 
 
institutions 1980 1982 1985 1994 1997 1999 2000 
Bank incorporated in 
Kenya 
Banks incorporated 
outside Kenya 
NBFIs incorporated 
in Kenya 
MNFIs incorporated 
outside Kenya 
Mortgage 
incorporated in 
Kenya  
Mortgage 
incorporated outside 
Kenya 
 
5 
 
50 
 
1 
 
5 
 
 
1 
 
 
5 
 
10 
 
100 
 
1 
 
5 
 
 
1 
 
 
5 
 
15 
 
150 
 
7.5 
 
7.5 
 
 
7.5 
 
 
7.5 
 
75 
 
200 
 
37.5 
 
150 
 
 
37.5 
 
 
100 
 
200 
 
200 
 
150 
 
150 
 
 
200 
 
 
500 
 
500 
 
500 
 
500 
 
500 
 
 
500 
 
 
500 
 
300 
 
300 
 
300 
 
300 
 
 
300 
 
 
300 
 
Source ;   CBK  annual report 2002 
 
 
Liberalization of interest in the financial sector was the major step to 
assist the Kenyan banking sector to recover from the financial instability. 
The main area of financial liberalization in Kenya is the interest 
liberalization. The main expectation of financial players is that real interest 
rates rise both for depositors and at the same time the lenders. In such 
any individual will be motivated to deposit the funds in banks and also 
banks could be motivated to lend to the borrowers. Hence finally, the 
banking sector or financial institution should grow and also the financial 
intermediation should improve the same. Hence this show in a narrowing 
spread between deposit and loan rate and at the other side the investment 
growth should follow the same trend. However as shown in the table 
below, indicates that the rate grew immediately after the introduction of 
the liberalization of financial sector. 
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Table125 
 Showing Real interest rate 1973-1996 
 
Year Real deposit  
rate 
Real lending Real t-bill Spread 
 btn 
Leading  
and 
deposit 
 rate 
 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
-9.5 
-8.99 
-9.71 
-1.62 
-11.71 
-6.27 
-3.68 
-5.33 
-7.45 
-1.30 
2.53 
0.69 
7.14 
-1.40 
-0.08 
-1.22 
-1.17 
-4.61 
-0.48 
-14.11 
-19.05 
6.78 
5.43 
3.82 
7.40 
-4.92 
-5.43 
-5.74 
2.70 
-7.84 
-2.16 
0.55 
-1.89 
-6.58 
0.28 
5.57 
3.28 
9.50 
0.77 
3.95 
1.20 
3.23 
-1.10 
3.96 
-9.42 
-15.99 
27.82 
20.50 
16.03 
20.70 
-10.92 
8.80 
-9.43 
-0.82 
-15.04 
-5.12 
-4.53 
-6.32 
-8.60 
-1.28 
4.81 
1.49 
9.63 
0.89 
3.04 
-0.10 
0.37 
-3.45 
2.01 
12.50 
-9.95 
10.62 
13.11 
9.72 
17.00 
4.58 
3.56 
3.96 
4.32 
3.87 
4.11 
4.22 
3.44 
0.86 
1.02 
3.03 
2.59 
2.36 
2.17 
3.88 
2.42 
4.40 
3.50 
4.43 
4.64 
3.06 
21.05 
15.07 
12.21 
13.30 
 
 
 
Source ;   CBK  annual report 2000 
 
 
Above all the first multinational banks (MNBs) in Kenya was the national 
bank of India. The bank started its first branch in Kenyan coast Mombasa 
in 1896. It was equally followed by the standard bank of South Africa in 
1910 and the national bank of South Africa in 1916. However, between the 
year 1910 and 1966, the British government established a currency board 
for the East Africa of which was the base of the financial policies in east 
Africa. Hence in 1966 the Kenyan government established a central bank. 
And towards the end of 1960, there was a great development in eth field of 
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domestic banking. Finally in January 1968 the co-operative bank of Kenya 
was established followed by in June 1968 national bank of Kenya as a 
state owned bank. In 1970 the  standard bank and Barclays bank D.C.O 
accepted a joint venture with half of the capital contributed (subscribed) 
by the government of Kenya and the remain half i.e. a quarter each 
subscribed by the standard and Barclays bank. 
During 1970s the national and Grindlays bank split into Kenya 
commercial bank ltd. The Grindlays bank international (Kenya) ltd, 60% of 
Kenyan commercial bank’s capital was owned by the government and also 
40% of Grindlays bank international (Kenya) ltd. 
MNBs in Kenya have been operation since 1906 .By 1990s 13 MNBs 
comprising the Kenyan banking system; Bank of India (India) standard  
bank (UK), bank of Baroda (India) African banking corporation (UK) 
Stanbic Bank  (south Africa) Commercial Bank of Africa (USA) Citibank  
N.A (USA), Credit Agricole (Swaziland), First American Bank (USA). 
 
In comparison with the MNBs the nature of competition from the said 
MNBs local banks have equally improved   the nature of their services by 
computerizing their operations and at the same time employing the 
required standard of labor .On the other side, the ATMs as well as 
branchless banking have been introduced by the MNBs and also modern 
technological advancement, many banks have closed most of their 
branches in small towns of Kenya with the main aim of serving only major 
towns. 
Actually, due to deregulation of the Kenyan financial market large number 
of institutions initially grew and the exact real interest rates become only 
negative. Time deposit which grew early on but know have declined and at 
the same time loans increased in real times over the same. 
The growing role of the commercial banks as financial intermediaries may 
simply reflect a change from NBFIs as shown in the above table of 
financial sector growth since 1981-1996. 
Finally, nature of non-performing loans in Kenya is the one which has 
aggravated the financial instability in Kenyan financial sector. Inorder to 
overcome such growing financial instability in the Kenyan financial market 
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the commercial banks have allocated an increasing share of their assets to 
government securities of which are equally aided by rising real interest 
rate on Treasury bill as it has been indicated on the above table of real 
interest rate since 1973-1996. 
 The increase in government lending by Kenya‘s banks also it means 
declining leading to Agricultural produce as show in the table bellow. 
Table 126 showing  
Commercial banks private credit by sector, 1990-1996 
 
Year Agriculture industry others 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
14.5 
12.9 
12.8 
14.5 
13.1 
11.0 
9.1 
28.1 
27.8 
25.2 
27.4 
27.0 
30.3 
30.5 
46.8 
49.0 
54.1 
51.1 
52.7 
56.0 
Source ;   CBK  annual report 2001 
 
 
 
Notes; all figures are in percentage 
Sources 
Economic survey, republic of Kenya 1990-1996 
 
from the above table it can be easily analyzed that the nature of credit 
distribution to the industrial sector by the commercial banks as compared 
to the other year it shows that it has been growing since 1994 by which it 
was 27 of which increased to 30% in the years 1995 and finally to more 
than 30% in the year 1996 
However, credit have been increased in the service sector and also slightly 
in industrial sectors as shown in the above table 
Apart from the above, according to that the financial crisis of the emerging 
economies but it did not affect the MNBs mainly because they had enough 
capital and at the same time a large share of their assets was in 
government securities. However, as far as the Kenyan case of study is 
concern such a long standing as well as a large presence of MNBs in 
Kenya actually did not assist in stabilizing the financial sector during the 
financial crisis of 1980s or early 1990s conclusively, the nature of capital 
base of Kenyan domestic banks remains quietly inadequate. The main 
reason as to why such said presence of the MNBs were not at the position 
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of increasing financial stability in Kenya may be exactly the focus of said 
MNBs on a narrow sense , hence wide profitable market segments in 
which MNBs  are dominating. In relation to that a large share of the MNBs 
assets is also invested in central bank of Kenya as well as government 
securities as shown in the table below; 
 
Table 127 showing 
  
Summary statistics for largest banks in Kenya 2000 
 
Bank name Govn. 
security 
Loan 
customers 
Total 
assets 
Govn 
security 
as share 
of assets 
Loans 
share of 
assets 
No of 
staff 
Commercial 
bank of 
Africa 
ABN 
AMRO bank 
Citibank NA 
Credit 
Agricole 
Stanbic 
First 
American 
NIC 
Diamond 
Trust 
Barclays 
Standard 
 Bank of 
India 
Baroda 
Habib bank 
Com. bank 
of Kenya 
Co-operative 
bank 
Development 
bank 
Victoria 
bank 
Prime bank 
 
 
3223350 
1994000 
 
2916000 
1000000 
 
1550000 
 
3367000 
1500000 
 
2130000 
10363000 
16594000 
 
1487000 
1620000 
1404000 
 
944000 
 
2214546 
 
251000 
378600 
 
211000 
 
 
5017417 
818000 
 
10042000 
3132000 
 
4352000 
 
3935000 
4790000 
 
1877000 
44519000 
8103000 
 
716000 
1341000 
744000 
 
51525000 
 
19566456 
 
3159000 
2001411 
 
1586000 
 
 
12782554 
15790000 
 
22259000 
5732000 
 
7199000 
 
5675000 
744000 
 
5170000 
70377000 
49388000 
 
2547000 
3309000 
3113000 
 
74105000 
 
23587569 
 
3652000 
3021094 
 
2752000 
 
 
0.25 
0.13 
 
0.13 
0.17 
 
0.21 
 
0.59 
0.20 
 
0.41 
0.15 
0.34 
 
0.58 
0.49 
0.45 
 
0.13 
 
0.09 
 
0.07 
0.13 
 
0.08 
 
 
0.39 
0.56 
 
0.45 
0.55 
 
0.60 
 
0.69 
0.64 
 
0.36 
0.63 
0.37 
 
0.28 
0.40 
0.23 
 
0.69 
 
0.82 
 
0.86 
0.60 
 
0.58 
 
 
257 
140 
 
172 
68 
 
101 
 
100 
132 
 
107 
1900 
1104 
 
82 
150 
65 
 
3403 
 
882 
 
50 
50 
 
95 
 
Sources; 
Kenya banks Association report (2000) 
(Extracted from bank records as at December 2000) 
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 Note; national bank is not listed here as it faces sever liquidity problems 
as an attempt was made to recapitalize.  
From the above so given table of summary of statistics for largest banks 
we can easily conclude that the MNBs had lower loan to Asset ratio that of 
the Kenyan domestic banks. 
Hence from the above, the multinational banks (MNBs) in Kenya extended 
their credit facilities in terms of loans to those companies which have been 
established in Kenya. the main immediate impact of the multinational 
banks in Kenya on the credit supply is that the said financial instability of 
early 1990s resulted to the concentration of credit in only big industries of 
which are only established in urban areas of Kenya while the small scale 
industries which are in the rural areas of Kenya as well as other borrowers 
are left out underserved. 
The nature of financial liberalization (FL) in Kenya As well as financial 
fragility caused the rising nature of interest rates, hence influencing and 
leaving good financial borrowers away. Equally, the MNBs only 
concentrate on lending to the Kenyan government and also to some 
selected borrowers as indicated above, hence lowering MNBs loans. the 
system of borrowing of loans by those  customers who are influenced by 
the wing of political influence were also served by the Kenyan domestic 
credit standard review in the Kenyan financial sector it also resulted to 
poor quality of loans over the same. 
According to my findings in relation to the above analysis many Kenyan 
business enterprises mostly small scale business as well as the country 
side and also the informal sector comparatively remain not served with the 
credit, and considerably, a large share of the Kenyan industrial sector is 
equally located in the informal sector. 
The central bank of Kenya (CBK) has been authorized by the banking Act 
to supervise and regulate the financial institution so that to ensuring 
sound financial climate. However, the lack of sound financing, may micro- 
finance organization operates in the financial sector of which have been 
registered as co-operatives, as well as non-governmental organization or 
micro-finance companies. Such micro- finance companies which have 
equally grown soundly have been registered as bank. Hence in relation to 
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that, the central bank through the banking Act has also enlarged it’s 
supervisory to such said major micro-financial organization so that to 
ensure sound operation of financial sector.  
 
11.7 SOUTH AFRICA   
 
South Africa has been having along history of apartheid of which resulted 
into anti-apartheid political campaigning followed by widespread protests 
of which caused business instability. As a result of the above so said the 
international banking started closing up there banks. The  September 
1989 default on 813 Billion  mostly in foreign debt of which   was also  
followed by along imposition  of exchange  of which was  also followed  
along imposition  of exchange  controls discouraged  the international  
banking business in the region. Hence the two well known largest South 
Africa bank (Barclays and Standard Chartered   banks) decided to cut 
their link to the local operations. 
Analytically, the four main domestic banks in South Africa were in almost 
total control of the local market hence represented part of monopoly 
capital. In early 1990 the South Africa’s four largest banks increased their 
share of total bank assets from 69% to 84% in 1991-1995. 
Apart from the above in mid 1980 when African national congress (ANC) 
won election of 1994, political stability was ensured of which attracted 
move investment into the region. Comparatively, more conservative fiscal 
as well as monetary policies were adopted and even financial liberalization 
was also introduced. Due to the above, movement it attracted a large 
number of international banks to start there operations in the region. 
The South African experience with multinational banks (MNBs) reflected 
the same degree as that of Kenya. Comparatively the dependence of 
international banks did not also assists to insulate the industrial sector 
and the economy as a whole from the growing financial fragility finally it 
left a large number of borrowers underserved with credit. In 1994 the 
reconstruction and development programme (RDP) measured the targets of 
financial regulation as accountability, transparency as well as enlarging 
financial services to these who do not have access to any, in addition to 
the above the reconstruction and development programme (RDP) launched 
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a “Housing Bank to ensure access to wholesale financial” with exact 
subsidized interest rates for home loans. Also according to analysis, the 
RDP indicated that the state encouraged community banking, mainly by 
changing the regulation as well as placing account in community banks. 
On the other side, the RDP accepted for pension or mutual funds to be 
more accountable to members. However according to the RDP decision, 
recognized that in order to carry out sound duties of the central bank of 
south Africa , a different board of directors was necessary so that to be 
combined with the trade unions as well as the civil society. Comparatively 
in the whole of the South Africa history the natures of multinational banks 
(MNBs) have been the main originator of the industrial crisis or economic 
crisis. Since 1800s the multinational banks (MNBs) have been operating in 
the region. 
During 1930s, and 1940s there was a growing prosperity as well as the old 
conflict between foreign English speaking bankers and African financiers 
started also opposing the farmer’s state subsidies hence took the side 
advantage of farmer’s overproduction as well as the land speculation 
problems. In 1948 the National part which was on power by that time 
focused on institutionalization of racial practices mainly through the 
weapon of apartheid as well as the nature of overcoming ethnic 
imbalances in the financial system. As it has been analyzed by O.Meara 
(1983) by that period the Afrikaner financial industrial and commercial 
capitalist had emerged, even up to this point, 20% of potential Afrikaner 
Intuitions. However, through cape-based Africans institutions Sanlam and 
Rembranat, the funds started to flow to commercial and industry. Also the 
difference between the rising classes of Afrikaners petty bourgeoisie 
resulted to such division of Africadom. 
As from the beginning of 1945, Fine and  Rumstojee (1996) the south 
African started  experiencing a sound growth in capital intensity in mining 
sector, Agricultural sector as well as the consumer goods production. 
Hence after 1945 the control to the international financial capital of which 
was  generally organized by local mining  houses and the stock market by 
Afrikaner nationalist .Equally, some funds of the mining industry were 
funded by the mining trust fund in the US and Switzerland. In addition to 
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the above so said funds, 7% was being raised from the new local financing 
sources like the government’s national finance corporation,  the other 
funds was  also raised from the  British Financial institutions of which 
was equally controlling the stock exchange. Even though from these 
analysis it can easily be understood that the South African was sounding 
in the global economy of which opened the doors for financial dependence. 
When the South African government discovered that there was a wind of 
international Ant-apartheid, it started introducing and putting sanctions 
pressure on the international banks which were in South Africa. 
Since there was a high level of capital investment in South Africa, it led to 
overproduction. The manufacturing as well as employment started to 
decline in 1975 and also the nature of investment started declining. The 
only thing that saved the situation in the South African region is the rise 
in the price of Gold of which started  again to encourage anew capital 
inflow into south African of which accelerated the expansion of state 
owned enterprises as well as the public infrastructure  investment. 
A large number of state owned companies were receiving more than a 
quarter of their funds from international capital market. Apart from the 
above the international banks which were operating in the South African 
started losing confidence mainly because of the wide spread fire of 
Apartheid and hence accepted to reduce  the credit lines, in addition  to 
the above  the south African’s external debt was $ 13 billion this debt as 
well as the international pressure on apartheid  led standard bank as well 
as the Barclays bank to sell their rapidly devaluing franchise to 
Johannesburg-based, who called them standard bank investment 
company and first national bank when the South African government 
started to follow the so called “loose money” policies it encouraged the 
credit supply to all other part of the economy which were early on  left or 
not served with the credit. 
According to the above the nature of liquidity in South African grew, hence 
the private sector debt to GDP rising from 30% to 50% in the year 1980 
and also finally to more than 65% by the end of 1990s. 
In addition to the above, due to Anti-apartheid financial sanction and 
other conditions from outside the country as well as fear of capital flight 
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the economy was drowned into the condition of depression as from 1989-
1993 mainly because of the nature of nominal interest rate on housing 
loan which soared to 21% and also resulting a deficit of more than 40% 
rate on 200,000 bonds of which were also granted to the African 
borrowers. This indicated that the price of Assets soared mainly during the 
time when the real economy declined in South Africa. The Johannesburg 
stock exchange (JSE) in the year 1982-1990 indicated an eight –fold 
increase in share value. Due to the increase in the profitability of the 
banks which were in operation in South Africa, also the share prices of 
banks rose highly over the same, this was equally influenced by a high 
interest rate of which increased from 2.5% to 3.2% between the year 1980-
1993 and finally to 4.7% in the year 1997. Even though the said again 
dropped back to 3.2% in the year 2001, hence it encouraged growth in 
profits and motivating the rise in share value of banking stock. 
 accordingly such a nature of  financial activities being the origin of 
economic crisis have only encouraged the financial institutions for there 
sound operation but they have equally discouraged the real economic 
activities  in the South African region. Also the spread between financial as 
well as the economic performance of South Africa have the same direction 
with the nature of concentration of corporate wealth in South Africa. 
Equally the above indicates that the control of the lead Owen is as shown 
in the table below. 
 
 
Table 128 
 
AGLO American 
Richemont rembrand 
Banlows 
Gencor 
Three largest insurance co 
R  48  BN 
R 26   BN 
R 23   BN 
R 23   BN 
R 250 BN 
  
Sources; Gerson 1993 
 
 
According to Gerson (1993) the Anglo American and De Beers together 
they controlled more than 45% of the corporate assets reflected on the 
Johannesburg stock exchange and as it was indicated by Nedlac, Labor 
constituency, (1996) that by the year 1995 the control of the   
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Johannesburg stock exchange (JSE) was under the five top corporation of 
which hard 80.3% the above so said five top corporation also included 
liberty life. In addition to the above the nature of the oligapolistic market 
structure in the south African banking sector led the ANC- affiliated macro 
economic research group to conclude that “the dominance of financial 
relations (between conglomerate centers and their subsidiaries) accounted 
for a system of control and accountability that is remarkably narrow in its 
orientation and is focused on very short term financial ratios rather than 
long term competitiveness”. In relation to the above, banks were equally 
the consumer and even more so the small business of which was always 
left out when requesting for credit they jointly criticized the banks over the 
same. In comparison tom that of Kenya the main prime was raised that 
the South African banks were only; developer who built housing estate, 
financing poor credit quality developers, Banks hard no sound safeguard 
for their own investment, Banks did not serve most South Africans, and 
finally Banks offered little consumer education. 
Apart from the above so indicated blames, when the African National 
congress (ANC) took power, many were expecting for it to take action 
against banks, but nothing was done over the same, instead the  ANC’s 
department for housing supported the banks in various ways after 1994; 
30% loan guarantee through the mortgage indemnity fund, the 
involvement of R50 million for new small houses, constructed explicitly for 
people to hibernate when interest rate for those who are low-income 
borrowers no involvement against  redlining  and also commitment  on 
behalf of banks  against defaulting borrowers in addition to the above, 
concerning about banks practices involving advertising, consumer  fraud 
and inadequate education, poor competition among banks regular increase 
in fees for financial  transaction, poor aces to bank facilities forth rural 
consumer as well as township and even more so poor system of 
complaints. Besides  the above, my study is only focusing on to  examine 
the presence  of multinational banks (MNBs) in south Africa helped  to 
develop the banking sector more  specifically, improving the nature of 
banking service  as well as the nature of financial stability after  apartheid. 
By the end of 2001, according to my findings there were 56 banks in 
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South Africa with total assets of more than R75Million.Comparatively, by 
the end of 1990, multinational banks started returning to the Banking 
sector of South Africa as indicated in the table given below. 
 
Table 129 
 
banks Total  
assets 
(RBN) 
Assets 
rank 
among
st AS
banks 
Foreign 
currency
Loan 
% 
Private 
loan% 
assets 
Conti
ngent 
liabili
ties 
(RMN
) 
Capital  
and  
reserve  
RMN 
Capital  
ratio% 
Loan 
loss 
provi
sion
% 
Citibank 
Credit 
Agricole 
Indosuez 
Morgan 
guaranty 
Trust 
Barclays 
ABN  Amro 
Commercial 
banks 
All SA banks 
9.60 
6.27 
 
4.52 
 
 
4.02 
3.85 
 
3.31 
821.8 
8 
9 
 
12 
 
 
16 
18 
 
20 
35 
73 
 
0 
 
 
76 
36 
 
22 
9 
47 
5 
 
16 
 
 
3 
64 
 
74 
33 
832 
435 
 
0 
 
 
342 
758 
 
1222 
100 
522 
187 
 
465 
 
 
58 
220 
 
274 
72430 
5.0 
2.6 
 
10.3 
 
 
1.3 
4.8 
 
6.0 
7.9 
0.3 
0 
0 
 
 
0.5 
22.1 
1.1 
2.1 
 
Source IMF. Annual report  2000 
 
According to my own findings is that the impact of MNBs on the nature of 
credit supply in the South African industrial sector or economy is equally 
the same as that which has been experienced in Kenya. As case of credit 
supply also the multinational banks (MNBs) in South Africa only 
concentrated   on large domestic as well as multinational industries. Also 
from the previous analysis we can also  conclude that small business 
industries  country wide  comparatively  closed  down mainly due to poor  
or reduced  nature of lending by the domestic banks which have been 
facing competition from international financial institutions. 
In addition to the above, as in the case study of Kenya may also say that 
the presence of the multinational banks (MNBs) in the financial sector of 
south Africa have no nature of anticipated and even desired effect instead 
it has also changed the banking sector of south Africa as it has been 
indicated by a survey conducted by price water house coopers (2001). 
 
Multinational banks (MNBs) as well as the domestic banks immediate  
targets is quite  different  but we have  to understand that all banks are 
mostly concern with sound nature of profit performance  and customer 
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focus   then service quality and good  nature of revenue growth as well as 
maintains the present customer. On the other side , my findings  is that  
the multinational  banks (MNBs) take into consideration first buildings  
sound customer base as well as looking for new compliance and regulation  
and recruiting or training front office staff. Well on the other side the 
domestic banks are looking for listings liquidity of concentrating on 
dependence on new technology as well as ensuring increasing sound 
competition to the multinational banks.  
The nature of activity measure between the multinational banks (MNBs) 
and the domestic banks as have a high degree of variation. The 
multinational banks (MNBs) take into consideration while recording  the 
most successful activities as a merger and acquisition stock brokerages, 
structural  finance  for projects, treasury  operations as well as foreign 
exchange  dealings  on the other  side the multinational banks (MNBs) 
shows the following as non-existent or in other wards as the most least 
successful activities, insurance, property  finance, mortgage retail lending 
and credit cards. on the other side of the domestic bank they also consider 
their most successful activities as  structure products, private banking 
credit  cards mortgages, merges  and acquisition  and retail deposit taking 
while on the other side the  domestic banking also take their most least 
successful activities as : corporate finance, retail lending stock brokerage 
as well as the unit trust. From the above analysis my study  do not 
conclude that there will any progressive change in the above so mentioned 
since the  multinational banks  (MNBs)  have not  shown any 
characteristic of entering into the field of retail type of business banking. 
And also on the other side the MNBs have into yet indicated or shown any 
characteristics of starting the business of insurance companies.  
According to my findings south Africa  and Kenya as well as many other 
emerging economy in the world equally under went sever financial  crisis 
in the early 1990s due to that in march 1995 the south African currency 
was generally devalued so that to attract more portfolio investment frame  
foreign countries and also  financing stock market boom in 1998 the 
central bank of south Africa during the wake of the financial crisis it itself 
more than the 30Billion with the main attempt to defend the raid, finally 
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the stock market  equally crashed and at the end the central bank was 
influenced to raise interest rates to 7% and more hence showing down the 
economy. Apart from that, the most vulnerable of South African economy 
resulted from its banks act to reap good earnings in the foreign markets. 
Over the same the South African banks exactly involved during the crisis 
of 1990, in more desperate look for more foreign funds which are very 
cheaper than those in South Africa. the most findings is that the funds 
raised from the foreign market were not invested in south Africa instead 
banks like standard bank received at least a quarter of its total profit form 
the international market including even the debt market as well as the 
resource banking and the private financial banking operators i.e. 63% of 
its internal profits and investments in African banks.  
From the above study the presence of multinational banks (MNBs) in 
South Africa to some extend may have ultimately contributed a 
destabilizing effect on South Africa financial sector. Equally following the 
same lines more international financial competition on the other side 
reduced the nature of availability of funds for a large number of local 
borrowers in South Africa. Due to the above analyzed the cost of borrowing 
was increased as indicated above and at the same time reduced the rate of 
investment as well as the output. Hence local investment was discouraged 
and became less attractive. Poor investment opportunities of the local 
banks became more difficulty to international competition from MNBs. 
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11.8 Conclusion  
 
From the above study, I have analyses the exact impact of international 
financial market participation in Kenya and South Africa. However in 
comparison Kenya had a large number of multinational banks (MNBs) 
since the colonial period, even though, the nature of the credit market 
presence of MNBs fall during the crisis period and rose again towards the 
end of 1990s. On the other side during the apartheid period south Africa 
had equally every small credit time market presence of MNBs of which 
equally rise to 4% by the of 2000.  
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CHAPTER – 12 
SUMMARY, CONCLUSION AND SUGGESTION 
12.1 Summary and Conclusion: 
  Introduction; 
 For the last century, the population and labor force of Kenya has 
been growing. Since the country is highly an Agricultural based 
economy, most of its fertile Agricultural land is already being 
farmed. Since the country is experiencing high rate of population 
growth with limit supply of fertile Agricultural Land in relation to the 
above, the nature for production for domestic consumption as well 
as for industrial export has been affected.  
CHAPTER -1 AN OVERVIEW OF INDUSTRIAL DEVELOPMENT AND 
BANKING SECTOR IN KENYA 
           The main problem of; how can Kenya exactly obtain the increase in 
Agricultural production needed to feed the said growing population 
and even at the same time to provide the surplus production for the 
local industry as well as export. Also, how can the nature of the 
rapidly growing rural labor force be absorbed productively and also 
encouraging equitable access to land and other resources 
sustainable and finally encouraging the since of industrial 
development through sound credit supply to all sectors of the 
economy. 
CHAPTER – 2 RESEARCH DESIGN; 
            The chapter discuss about the entire research design. It mainly 
covers the problem of the study, however the review of the literature 
analyses clearly about the past study development. This chapter is 
also focusing more about he hypothesis of the study as well as the 
period of the study and even the limitations of the study. 
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        CHAPTER -3 THE STRUCTURE OF THE CENTRAL BANK OF KENYA 
  The Central Bank of Kenya’s Departmental Organization 
Functions and Operations were being organized in all department 
with the man goal of improving and subsumable provide quality 
service to the public. Accounting, budget and expenditure are the 
main Central part of the Department. Others included; Banking 
Services and national payments, Governor’s Office, internal Audit 
and risk Management, Kenya School of Monetary and regional 
cooperation, Rural  Finance development, human resource and 
administrative, policy analysis and research department. The said 
organization of the Central Bank of Kenya can early motivate the 
nature of industrial development by monitoring the system of credit 
supply industrial and other priority sectors of the economy. Hence 
encouraging economic growth in Kenya. 
CHAPTER – 4: FINANCIAL INSTITUTION SUPERVISION 
  Banking Institution in the Kenyan economy grew from 43 to 
44 as compared with other previous years. However, up to this, 
particular time more of the Financial Institutions have been 
motivated. More Foreign exchange have bureau have been 
increased. Such increase in the Financial Institutions indicates that 
there wills easy distribution of the credit facilities with simpler terms 
to all sectors of the economy. Hence encouraging sustainable 
industrial development in Kenya.  
  The above said Financial Institution must be regulated mainly 
be licensing them according to the provision of the banking Act. 
CHAPTER – 5 FINANCIAL SECTOR ASSESSMENTS  
  The Kenyan Financial Sector Assessment is mainly focusing 
on; improving access to Financial Services, Kenyan Government has 
encouraged sustainable management of the Financial Sector, mainly 
by management of interest rate spreading within the economy, by 
divesting the Kenyan government’s ownership shares in the banking 
sector; Motivating the improvement of the credit facilities for 
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industrial development; sustainable motivating the promotion of 
access to financial services in the Financial industry. Encouraging 
the development of non-banking Financial Institution in the 
economy, Motivating Capital Market development in Kenya, 
Encouraging sound and prudential regulation and supervision 
Financial Supervision. 
            CHAPTER – 6  :  MONETARY POLICY OF THE CENTRAL BANK 
OF KENYA 
  The nature of monetary policy in Kenya has been maintaining 
the same stand of which has encouraged the central bank of Kenya 
mainly in refining the nature of its monetary policy system mainly to 
improve efficiency and effectiveness by providing its goals mainly in 
encouraging sustainable changes in the financial and economic 
condition.  
  Monetary policy has been evolving in Kenya under the fixed 
exchange rate. Current monetary policy in Kenya included change 
from direct to indirect approach, operational system & institutional 
arrangement. The Monetary policy of the central bank of Kenya 
included. Open market operation. The cash ratio requirement, the 
rediscounting facilities etc. The said should be sustainably managed 
for the industrial development in Kenya.  
          CHAPTER – 7  
 FINANCIAL SECTOR REFORMS IN KENYA COMPARATIVE 
ANALYSIS OF SUB-SAHARA AFRICA 
  In the Kenyan Financial Industry, the nature of Financial 
Sector reforms has been taking place with a very high speed. 
However, the non-banking Financial Institutions was barred from 
acquiring share capital and undertaking when their financial 
contribution is more than a quarter ratio of their paid capital. 
  Kenyan economy has the following specialized institutions of 
which include; 
 (1) 207 hire purchase companies 
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 (2) 10 DF’s 
 (3) 22  Building Societies 
 (4) 39 Locally Incorporated Insurance Companies 
 (5) A Post Office Saving Bank 
 (6) Numerous Pension Schemes 
 (7) 4000 Saving and Credit Cooperative Societies 
 (8) Nairobi Stock Exchange  
   In addition to the above, some of the reforms included; 
 (1) Liberalization of Treasury bills market in November, 1990 
 (2) Setting up a Capital Market Authority in 1989 with the main 
objectives of encouraging the development of the equities 
Market. So that to ensure availability of long-term resources 
for investment. 
 (3) Abolition of credit guidelines. 
 (4) Improving and rationalizing the operation and Financial of the 
DFIs. Special case study of Malawi, Zimbabwe, Tanzania. 
  The above said Fiscal reforms in the Kenyan economy, mainly 
by easing the nature of borrowing constraints. 
            CHAPTER- 8 TIED AID AND INDUSTRIAL DEVELOPMENT IN 
KEYA CASE STUDY OF SUGAR INDUSTRY. 
 Foreign Capital inflow into the Kenyan economy is under the 
department of external Aid in the Financing Ministry of which is 
managing the donor’s bilateral and multilateral donor. 
  The bilateral donors into the Kenyan economy for the 
industrial development mainly accounted for more than 60% while 
that of the multilateral donor’s also accounted for more than 37% of 
the foreign grants distributed into the Kenyan economy for the 
industrial development. The Kenyan Sugar Industry Supports more 
than Five Million Kenyan of which is having a ratio of more than 
16% of the entire Kenyan population. However the sugar cane 
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growing in Kenya is the main source of income to more then 
150,000 share holders. 
  The Kenyan Sugar Industries, at present is producing more 
than 70% of her 10 cal consumption of which has been improving 
tremendously.   
  The monetary and Fiscal tools of reforms as well as combined 
with adoption of manageable floating exchange rate indicates 
sustainable development in the Sugar Sub-sector. 
 CHAPTER – 9 THE ROLE OF GOVERNMENT INSTITUTION IN 
KENYA’S INDUSTRIAL DEVELOPMENT 
 (A CASE STUDY OF TOURISIM INDUSTRY) 
  Government Institutions have been encouraging the nature of 
Industrial development in the Kenyan economy. 
  Financial Institution for Industrial development in Kenyan  
Includes. Development Finance Company of Kenya (DFCK) 
Industrial and Commercial Development Corporation (ICDC), The 
Industrial Development Bank (IDB),  
  The Kenyan Industrial Estate (KIE). The Kenya Industrial 
Research and Development Institute (KIRDI). All the above said 
Institution have been playing a great role of credit supply for the 
industrial development in Kenya. Tourism industry has been 
developing in Kenya mainly through self generating funds and 
gaining Financial Services from the Central Bank of Kenya and 
Commercial Banks of Kenya.           
CHAPTER-10 :  AN OVER-VIEW OF THE IMPORT  SUB-STITUTION 
INDUSTRIAL BATION  IN KENYA 
 CASE STUDY OF ENTERPRISES DEVELOPMENT IN KENYA 
(MANUFACTURING SECTOR) 
  Import Substitution Industries in Kenyan has been developing 
over stages  the said has been motivated by the nature of Foreign 
Investment protection act 1964, capital issues committees, Kenya 
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National Trade, the Industrial Protection Committee, the foreign 
exchange avocation committee. The Tripartite Agreement and Labor 
Control, The federation of Kenyan employers. 
  The small scale industry in Kenyan and depleted in man power 
as well as under funded.  
        CHAPTER – 11  IMPACT OF MULTNATION BANKS (MNBS) ON 
COMMERCIAL BANK’S CREDIT SUPPLY TO INDUSTRIAL 
SECTOR. 
  Multinational Banks in Kenyan like any other developing 
economies has been growing the developing countries MNB, credit 
supply has been growing. Kenyan had a large number of 
multinational banks since in dependence as companied to other 
sub-Sahara African economies of which have been extending its 
credit supply to production sector of the economy for the industrial 
development.  
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12.2  CONCLUSIONS; 
•  Small holdings development in high potential  areas offer the most 
promising  prospect for increasing production, labor absorption and 
equity hence financial infrastructure should be provided for the 
same development.  
• Great efforts should be made to increase the production and prevent 
ecological damage in the semi-arid areas. 
• urban development is closely linked to Agricultural development, by 
which urban sector helps supplement farm income, helps finance 
Agricultural innovation and  will ultimately have to take over as the 
main source of employment for new labor force, the same above has 
been equally analyzed by    ILO report (ILO, 1972).  
•   However, even though the above said challenges facing current 
frame work have remained substantial refinements especially in 
terms of monetary policy instruments were undertaken to cope with 
the above underlined changing economic as well as financial 
environment. 
• Besides that the system of supervisory enforcement action 
encouraged and  motivated by the central bank of Kenya and even 
more so the sense of the introduction of penalties as the exact 
system of action it comparatively encouraged the improvement in 
the rate of compliance mainly with the requirement of the banking 
Act as well as the central prudential regulations. 
• Kenyan financial industry changed mainly in the nature of 
institutional framework as well as the operating system and even the 
instruments of the central bank of Kenya.  
• The analyzed changes were generally encourages  by sound system 
of  economic reforms of which were motivated by the Kenyan 
government,  equally on the other side attracted the system  of 
indirect measure mainly in the operation of the monetary  policy of  
the central bank  of Kenya. Comparatively, before the above so said 
reforms within the Kenyan economy, the monetary policy in the 
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Kenya financial industry had emerged mainly under   a highly 
regulated economic as well as financial set- up mainly with un 
coordinated system, approach as well as the instruments. 
• Fiscal reforms in the Kenyan economy, by easing the nature of 
borrowing constraints and lowering uncertainty of future income 
sources, may discourage private savings, investment and ultimately 
the rate of economic growth. In relation to the above the share of 
private consumption to GDP improved in all the above said sub-
Saharan African economies except that of Zimbabwe. 
• The nature of inflated costs of various commodities financed, the  
more effects inflated finance chares of which mainly included the in 
appropriation selection of equipment of which comparatively 
circumvented mainly through tied aid of which  discouraged the 
industrial development, in relation to the above, the nature of 
developing countries aid negotiation requires to be  exactly more 
acknowledged. 
• Kenyan economy is having various encouraging institutions mainly 
which can facilitate the process of industrial development, equally 
the said institutions are mainly established to make financial 
facilities to be available for both the small, medium as well as large 
industrial enterprises and even others are involved with the 
management of research responsibilities with the domestic economy. 
• The impact of international financial market participation in Kenya 
and South Africa. However in comparison Kenya had a large number 
of multinational banks (MNBs) since the colonial period, even 
though, the nature of the credit market presence of MNBs fall during 
the crisis period and rose again towards the end of 1990s. On the 
other side during the apartheid period south Africa had equally 
every small credit time market presence of MNBs of which equally 
rise to 4% by the of 2000. 
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12.3 Suggestions : 
• Kenya can exactly obtain the increase in agricultural production 
needed  to feel growing population and at the some time provide the 
surplus production for the local industry as well as export mainly by 
encouraging sustainable credit supply to the agriculture sector of 
the economy. 
• The nature of rapidly growing rural labor force can be absorbed 
productively by encouraging sound industrial development by 
distributing enough financial services of which can be supplied by 
the Central Bank of Kenya and other supplied by financial as well as 
non-financial institutions.  
• Equitable access to land and other resources can be ensured 
sustainable by providing sound financial infrastructures and even 
rural financial. 
• Banking sector performance and Macro-economic development in 
Kenya should be motivated. 
• Monetary policy of the Central Bank of Kenya should be balanced so 
that to encourage industrial development in Kenya. 
• Finance sector reforms in Kenya should be in place so that to attract 
inflow of foreign capital into the country. 
• More, efforts should be made to encourage sound negotiations of the 
foreign aid for the industrial development. 
• The government institutions in Kenya should be developed so that to 
improve the standard  of industrialization.  
• Import substitution industrialization should be properly managed. 
• Multinational banks (MNBs) should also be encouraged so that to 
provide the required financial services to the industrial sector.  
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